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AFTERNOON SESSION 

2 P.M. 

MARTIN R03ENFELD, resumed. 

DIRECT EXAMINATION (Continued) 

BY MR. PERLIS: 

THE COURT: Proceed. 

MR. PERLIS: Thank you, your Honor. 

Q Mr. Rosenfeld, once again calling yoir attention 

to Securities and Exchange Commission Exhibit No. 18 which 
is the new account card for James McMahon, do you recall, 
sir, when you signed that in relation to when the new 
account card was opened? 

A No, I do not recall. 

Q Do you manually sign each of the copies of the 

r.ew account form? 

A Yes. 

THE COURT: What do you mean by "manually sign 
tnem"? is there carbon paper in it? 

THE WITNESS: Yes. 

'IHE COURT: So you sign it through and it goes 
through rll of them? 

THE WITNESS: Yes. 

Q You sign it once and it goes through all of them? 

A Yes. Unless the man has not inserted the carbon. 
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then I would do it twice. 


Do you recall, sir, who filled in the item here 


on the initial disclosure statements? 


A My secretary does that. 


Q I see. Thank you. 


How many shares of Geon did you own as of 


February 22, 1974, in your own account or your wife's 


account? 


550 shares. 


Q How many shares did you sell on February 22nd? 


550 shares. 


To your knowledge, sir, did Edwards & Hanle’ 


charge commissions on those shares that were sold on 


February 22nd in Geon at the Hewlett office? 


A My shares? 


On all the shares. 


Any shares, yes. 


MR. PERLIS: Nothing further. 


THE COURT: All right. Mr. Gordon. 


Do you mind if I reverse the order here, Mr. Strum? 


MR. STRUM: No, your Honor. 


THE COURT: You would rather have that? All right 


go ahead, Mr. Gordon. 


CROSS EXAMINATION 
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mh 

BY MR. GQRDCN: 

Q Mr. Rosenfeld, I believe you described for us 
the nature of the training required to became a registered 
representative. 

Is there a different and special training 
program in order to become a manager or a partner? 

A Yes, there is. 

Q Can you describe for the court the nature of the 
training which one undergoes prior, first of all, to hecomi 
a manager? 

A Well, one has to sit for a test administered by 
the New York Stock Exchange and take extensive studying. 

I went to a — I went for a course about a week, five night 
of training, maybe a few weeks of studying, and then I sat 
for, I think, maybe a three or four-hour examination. 

Q Is there a separate examination for one to became 
a partner of a member firm? 

A Yes, there is. 

Q Did you take that examination? 

A Yes. 

THE COURT: Who gives that, the New York Stock 

Exchange? 

THE WITNESS: Yes, sir. 

THE CCXJRT: That applies to the Amex, too? 
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THE WITNESS: Yes. 

Q How long was that examination? 

A That was probably three to four hours. 

Q Did you have to take courses or otherwise prepare 
for that examination in advance? 

A Yes, I did. Very much so. 

Q Mr. Rosenfeld, you have testified that Edwards 
& Hanly, one of your duties with Edwards & Hanly concerns 
compliance. Can you tell tne court, does Edwards & Hanly 
provide you with written procedures concerning complience? 

A Yes, there are four different manuals in the 
branch that I sun basically familiar with. There's a form 
book, there's a registered representative's book, there's 
a — on managing and opening accounts, there's a compliance 
manual on managerial supervision and there's a compliance 
manual on the cage end of the branch office. Cashier end. 

Q Mr. Rosenfeld, I show you four volumes, and l 
ask, are these the manuals (handing). 

A They are. 

MR. GORDON: May I have them marked for ider.tificat 
your Honor, and I would like to offer them in evidence. 

MR. DRAKE: May we see them, your Honor? 

THE COURT: Of course you can see them. Do you 
want to look at them now? I think I will leave these marked 
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for identification.What is the exnibit number? 

THE CLERK: This is Edwards & Hanly Exhibit 3 , 
your Honor. Do you want them as one exhibit? 

MR. GORDON: A, B, C and D, or, B, C, D and E. 

THE COURT: I am not going to look at them. 

Mark them for identification. You will get a chance to 
look at them. 

MR. PERLIS: May I ask this one question with 
regard to manuals? 

TOE COURT: Yes. 

MR. PERLIS: Were these manuals as they currently 
exist also in existence in the same form from October, 

1973, to February 22, 1974? 

TOE WITNESS: Yes. 

MR. PERLIS: Have there been any additions or 
changes made in those manuals since that date? 

TOE WITNESS: As perhaps a law changed, or a ruLe 
changed, yes. 

THE COURT: I don't intend to read them all. 

(Defendant Edwards & Hanly Exhibits A, B, C and 
D marked for identification.) 

BY MR. GORDON: 

Q Mr. Rosenfeld, in connection with the duties 
which you undertake as resident partner in connection with 
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compliance do you as a regular matter read incoming mail 
each morning prior to its distribution to the registered 
representatives? 

A Yes. Anything of a personal nature. Anything. 

All mail is opened by my secretary, yes. 

Q What if anything do you do with respect to review 


of outgoing mail? 

A I have to initial any outgoing mail before it 
goes out. Review and initial, 

Q During the course of a day, Mr. Rosenfeld, do 
you also walk around the office and speak to the representa¬ 
tives? 

A Yes. 

Q If the representatives have any problems do you 

take the problems up with the registered representatives 
at that time? 

A Yes. 

Q What if anything do you do in connection with 

monitoring customer inquiries and complaints? 

A A vast majority of complaints don't come to the 



branch, but when they do come to the branch and if it's 

% 

something that I feel I can handle I would call the client, 
see what the problem is, see how it can be resolved. 

If I can't, there's a form that I must fill out 
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and subm .t to Hempstead. I retain a copy, the account 
executive fills out the nature of the complaint, the fact 
that I reviewed it and what I have to say about it is noted. 
Copies are sent to Whitehall Street and Hempstead, as a 
matter cf fact. 

Q With respect to discretionary accounts, Mr. 
Rosenfeld, is there a particular special procedure that: 
you undertake with respect to those accounts? 

A Yes. 

Q Would you describe the nature of that procedure 
for the court? 

A All discretionary accounts are marked so. I 

get a special daily production run on them — I'm sorry, 
a special monthly production run on the discretionary 
accounts. All discretionary accounts must be initialed 
by me before the order is answered on the buy side or 
the sell side. And certain stock have to fall under specific 
guidelines. 

THE COURT: You testified on direct examination 
about a lot of accounts that had Geon stock. Were they 
discretionary, or -- 

THE WITNESS: I think a few. A few, your Honor. 

THE COURT: A few were discretionary, and the others 

were what? 

SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 
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THE WITNESS: Solicited or unsolicited orders, 
but not discretionary accounts, 

Q Can you explain the term "discretionary," if 
the court wants an explanation of the term discretionary? 

THE COURT: I think I know. A discretionary 
account I take it is an account where the registered repre¬ 
sentative makes a determination whether the account is going 
to buy or sell. 

THE WITNE SS: Yes. 

THE COURT: And the other he has to get the client'si 
authorization. 

THE WITNESS: Yes. 

Q Mr. Rosenfeld, do you also make a periodic review 
of various computer runs to determine the activity in 
a particular account or accounts? 

A Yes, fairly. 

Q What b the purpose of making this review? 

A To check to see from a supervisory standpoint 
to look for excessive trading, churning. 

THE COURT: Churning? 

THE WITNESS: Yes, sir. 

THE COURT: By the way, I don't know what you 
fellows call them, but do you have customers that buy 
in the morning and sell in the afternoon? 


SOUTHERN DISTRICT court reporters, u.s. COURTHOUSE 
POLE* SQUARE. NEW YORK. M.V. CO 7-4SS0 











* 


__:_:_______ ' * 


y 

1 

mh Rosenfeld-cross 7G2 



© b85 

2 

THE WITNESS: Day trades, I look for day trades. 




3 

THE COURT: Are they specially recorded? 


•* 


4 

THE WITNESS: Yes, they are, I look for day 




5 

trades, I lopk for perhaps a registered representative 




6 

selling for himself, baying for accounts, I look for 


- 


7 

accumulation, I look for mutual fund breakpoints to make 




8 

sure that someone is meeting the requirements regarding 


4 


9 

mutual fund breakpoints. 




10 

There is many, many things I check. Most of them 


4 


11 

I can, if I see a blotter I can pick it out, but it's 




12 

difficult to find what I really look for. 



• 

13 

BY MR. GORDON: 


A 


14 

Q Mr. Rosenfeld, Edwards & Hanly Exhibit E marked 


■ 


15 

for identification, is this the supervisory manual which 




16 

you have just been talking about (handing)? 




17 

A Yes. 




18 

Q Are all of the procedures which you have just 




19 

described to the court contained in this manual? 




20 

A Yes, plus more I'm sure. 




21 

Q Defendant Edwards & Hanley Exhibit C marked 




22 

for identification, is this the manual for registered 




23 

representatives (handing)? 



• 

24 

A Yes. 


\ 


25 

Q Can you tell us, please, how many copies of this 
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manual remain in the Hewlett office? 

A Every account executive has a copy. I have a 
copy. My associate manager, Mr. Linn, has a copy, and 
there are probably two or three others in the office. 

Q Can you tell us please, what if anything you 
do in your supervisory responsibilities to assure that 
registered representatives under your supervision have 
read and are familiar with Edwards & Hanly Exhibit C marked 
for identification? 

A I had classes on this book. When new inserts 
are to be placed, I review those. I have meetings on them. 

I have periodic inspections by our compliance department 
who not only review what I have done, but sit down with 
the account executives as well to see that everything is 
in order, everything is in place, and they understand what 
they are required to do. 

Q Mr. Rosenfeld, when Mr. Rauch came to work for 
Edwards & Hanly he had already a substantial amount of 
experience as a registered -epresentative: is that correct? 

A Six to seven years x believe. 

Q So that am I correct that he was not required 

to undergo this New York Stock Exchange trainee and training 
period prior to becoming a registered representative with 
Edwards & Hanly? 
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A He had done that already. 

Q Can you tell the court, please, what if anything 
you did with respect to training Mr. Rauch in connection 
with Edwards & Hanly’s procedures? 

A Mr. Rauch was given a book, he signed for it. 

He was instructed to read it and become familiar with it. 

He attended any of the classes that I had subsequent to 
that, and he also was monitored at least one time by our 
compliance department during his period of employment, 
because they were in my branch. 

Q When you say "monitored by the compliance 
department" can you describe for the court the nature of 
the routine undertaken by the compliance department, wnat 
you call "monitoring"? 

A Well, either Mr. Ray Aaronson or Mr. Stanley 
Wunderlich or Mr. Henry Behrin came into the branch, I 
think all three came into the branch, and they sat with the 
RR's and they questioned them as to their manual and 
specific rules. 

THE COURT: This was all 20? 

THE WITNESS: Yes. Individually. 

THE COURT: Individually? 

THE WITNESS: Yes, sir. 

THE COURT: Separately? 
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THE WITNESS: Yes. 

THE COURT: How long would they sit with them 
individually? 

THE WITNESS: It depended upon, I guess, the 
response they were getting. Some ten minutes to a half 
hour, some twenty minutes, so that they were familiar with- 

THE COURT: When did they do this? After the 
market closed? 

THE WITNESS: No, while the market was on. 

THE COURT: While the market was on? 

THE WITNESS: Yes. 

BY MR. GORDON: 

Q Prior to the time that you engaged Mr. Rauch 
did you do anything with respect to checking his prior 
employment references? 

A Yes, I called up Phillips Appel and Walden. 

Q Who did you speak to there? 

A I spoke to two people. I spoke to his branch 
manager and his compliance director. 

Q What if anything did they say to you about Mr. 
Rauch? 

A They said his record was perfectly clean and 
they'd love to have him back at any time. 

Q There has been some testimony regarding this 
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procedure which is called special handling. 

A Right. 

Q Can yoji explain to the court the reason for this 

l ,* 

procedure and what it is-that it is designed to do? 

A Basically to get better executions. The order 
is handled, the order is, let's say hand carried, or 
delivered, or phoned specially in to the specialist on 
the floor, and is given better handling, and we get 
better execution for our clients on block. 

THE COURT: What do you do about the special 
handling? You have got these people, they're buying and 
selling stock all the time, there isn't any special handling: 
how do you report- that? How do you execute those orde s? 

THE WITNESS: Any orders of size we would give 
it special handling, your Honor. 

THE COURT: Automatically? 

TOE WITNESS: Yes. 

THE COURT: But little fellows like me, what do 
you do, just let them sit around for a while? 

TOE WITNESS: No. We put them in the regular way, 

sir. 

TOE COURT: What is the regular way? 

THE WITNESS: Just teletype it to the floor, 
which could be handled by a $2 broker, which could be handled 
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by — be left with the floor broker, it could be handled 
in different ways, 

THE COURT: You do that by teletype, and if it is 
special handling you call up a specific fellow and give 
it to him over the phone? 

THE WITNESS: Yes. 

TOE COURT: All right. 

BY MR. GORDON: 

Q Mr. Rosenfeld, can you explain what the result 
is on the floor of the exchange as a result of special 
handling? 

THE COURT: I am not sure that he is qualified 
for that. Were you ever on the floor? 

TOE WITNESS: I have visited the floor, yes. 

THE COURT: I think I will sustain an objection 

to that. 

MR. GORDON: Would you mark this for identification, 

please. 

(Defendant Edwards & Hanly Exhibit F marked for 
identification.) 

BY MR. GORDON: 

Q Mr. Rosenfeld, I show you Edwards & Hanly 
Exhibit F mairked for identification (handing) . 

THE COURT: Do you fellows object to this? 


southern district court reporters, u.s. courthouse 
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MR. DRAKE: No, your Honor, we don't object to it. 

THE COURT: All right, it may be received in 

evidence. 

(Defendant Edwards & Hanley Exhibit F received 

in evidence.) 

BY MR. GORDON: 

Q Mr.Rosenfeld, I show you Defendant Edwards & 

Hanly Exhibit F received in evidence, and I ask you if 
this is the research record which was requested to approve 
the solicitation of Geon stock (handing). 

A Yes. 

Q Am I correct, Mr. Rosenfeld, that the second 
page of this document is the handwritten request for 
approval?’ 

A Yes. 

Q And that Mr. Rauch's signature and your signature 

appear thereon? 

A Yes. 

Q There has been some testimony as to whether 

if a new margin account is opened, what the protection, if 

any, is for Edwards & Hanly, assuming that there are pur¬ 
chases in the account and that at some subsequent time 
the papers fail to come in. 

Am I correct that all new margin accounts are 


SOUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOUSE 
POLEV SQUARE, NEW YORK, N.Y. CO 7-SSSO 







mh Rosenfeld-cross 709 

fully secured by a combination of the r.tock purchased 
in the account and a $2,000 minimum in order for the margin 
account to be continued? 

A Yes. 

THE COURT: What do you mean by that? What is 
the $2,000? 

THE WITNESS: The minimum margin maintenance that— 
the minimum amount of equity that you can have in an 

i 

account when you open a margin account is $2,000. 

THE COURT: I told you I would buy a hundred 
shares of AT&T and I send it in and I sign one of these 
funny accounts, this type B, was it, and I call up Mr. Rauch 
and order a hundred shares of AT&T on margin and I don't 
do anything more, you haven't got $2,000 from me. 

THE WITNESS: You would have to send in $2,300, 
assuming the stock is 46, within five business days. 

THE COURT! I know. Then I think I asked you what 
happens if I don't, and you said you would sell me out, 
and I said you would be stuck if the stock went down, and 
you said, yes. 

THE WITNESS: The account executive would be stuck. 

Q Am I correct, Mr. Rosenfeld, that on all new 
accounts the registered representative bears the full burden 

m 

of any default on any initial trade? 
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A Yes, margin or cash, 

Q Mr.Rosenthal, can you tell the court, is the 
spot checking which is done of new account agreements, is 
that done for the purpose of seeing that the registered 
representative has correctly gotten the information which 
he has put on the new account card? 

A Yes. 

Q Mr. Rosenthal, SEC Exhibit 18 in evidence, 
the new account card of James McMahon, does that bear the 
signature of Mr. Rauch (handing)? 

A Yes. 

Q Does it on the back also bear checkmarks, branch 

office obtaining, with respect to the margin agreement:, 
and customer's loan consent? 

A Yes, it does. 

Q Can you tell the court in the manner in which 
Edwards & Hanly conducts its business is the signature on 
this card with these checks on the back considered a written 
representation by the representative that he is in fact 
obtaining these papers? 

A Yes, it is. 

MR. PERLIS: Objection, your Honor. 

THE COURT: I think I understand. I will let 
him answer that. 
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Q At the time that the new account was opened 
for Mr. McMahon were there a number of other accounts which 
were opened at or about that time by Mr. Rauch? 

A Yes, there was. 

Q Do you recall approximately how many were opened 
at about that time? 

A Considerable. 

THE COURT: What do you mean by that? These 
are accounts he brought over from his former employer: 
is that right? 

THE WITNESS: Yes. 

THE COURT: How many were there, if you recall? 

THE WITNESS: Initially maybe a hundred, 75. 

Q Do you recall, Mr. Rosenfeld, observing Mr. 

Rauch and his wife in Edwards & Hanly's office with the 
Loeb Rhoades forms physically taking Edwards & Hanly's forms 
and writing out the new account cards at one time? 

A Yes, with his secretary, his former secretary 
aswell. 

Q So that it would be a correct statement, sir, 
that there was a single period of time when all of these 
new accounts were physically written up and handed to you 
for signature? 

A Yes, there was. 
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Q Did you at that time do spot checking with 
respect to some of these accounts? 

A Yes, we did. 

Q Can you tell the court, please, as a general 
matter, what, if anything, did Mr. Rauch tell you in res ort 
to his contacts with Geon Industries? 

A Will you repeat that, please? 

(Question read.) 

A Very simply that he had spoken to the company, 
and very little more. Normal public relations. 

Q Did Mr. Rauch tell you what if anything the 
company had said to him? 

A Things were going well, that business was good. 

This type. 

Q Did you ever have occasion when Mr. Rauch told 
you that he had obtained any specific information from 
the company? 

A No. 

Q There has been some testimony as to the fact 
that Edwards & Hanly has a policy which requires approval 
prior to a registered representative contacting a public 
company. 

Is there a reason why Edwards & Hanley Joes not 
absolutely prohibit a registered representative from 
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contacting a public company when he is holding or trading 
the stock? 

MR. PERMS: Objection, yoir Honor. 

THE COURT: I think I will sustain the objecti on. 

Q Did there come a time on February 22nd when 
you had one or more conversations with Martin Rauch concern¬ 
ing the nature of the events which were transpiring on that 
day? 

A I had one or more conversations with Mr. Rauch, 

yes. 

Q Can you tell the court when for the first time 
did you talk to Marvin Rauch about the events on the 22nd? 

A As they were actually occurring. 

Q Did youhave a conversation with Mr. Rauch after 

the opening had been delayed? 

A Yes. 

Q What if anything did Mr. Rauch say as to his 
knowledge of the reasons for the delayed opening? 

A He was surprised that the opening was down, and 
I think somewhat concerned. 

Q Did Mr. Rauch say to you that he knew the reason 
for the delayed opening? 

A No, he didn't. 

Q Did you have a conversation — 
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• 

THE COURT: He put an order to sell a little 


3 

before that; is that right? 


4 

THE WITNESS: Prior to the opening, yes, your 


5 

Honor. 


6 

j 

THE COURT: And he was concerned because he out 


7 

in an order to sell and the stock wasn't open? 


8 

THE WITNESS: Yes. 


9 

Q Did you have a conversation with Mr. Rauch after 


10.. 

trading started with respect to the way in which trading 


11 

was going? 


12 

A Yes. I told him I didn't like the action of the 


• 

stock, I didn't like the opening, and I was concerned 


14 

with it. As simple as that. I thought something was wrong. 


15 

Q What if anything did Mr. Rauch say? 


16 

A Not much. He seemed a little bit concerned. 


17 

He was on the phone. Then he gave me that additional 1,200 


18 

shares when I was phoning my 800 shares in, and then I 


19 

had a conversation with him regarding Mr. Boesky, and then 


20 

the stock stopped trading a little after 11 o'clock and 


21 

everybody was concerned. He had a substantial amount of 


22 




stock left. 


23 

Q Did Mr. Rauch during the period when trading was 


• 

going say anything to you about the fact that he knew the 


25 

reason for trading going in the way it was? 
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A No. 

THE COURT: Why dcrit you be more specific? 

Did Rauch ever tell you that he knew there had 
been a directors' meeting the day before to approve the 

: 

Burmah deal? 

THE WITNESS: No, your Honor, he didn't. 

THE COURT: Did you ever hear it from any other 

source? 

THE WITNESS: No, sir. 

TIIE COURT: Until after all this blew up? 

THE WITNESS: After all this. 

BY MR. GORDCN: 

Q Did you, during the course of these conversations 
with Mr. Rauch, ask him whether he knew anything about, 
the situation? 

A I'm sorry, vh at was that again? 

(Question read.) 

THE COURT: Why don't you reframe the question? 

It was an awfully long question. 

Q Did you, Mr. Rosenfeld, ask Mr. Rauch during 
the course of the trading period whether he knewwhy trading 
was going in the way it was? 

A No. He made a— quite obviously he knew nothing. 
THE COURT: He appeared to. 
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THE WITNESS: Yes, sir. 

THE COURT: He had an order to sell and it har r * 
been executed, and he didn't know how much he was going ■> 
get. 

i 

THE WITNESS: Number 1, And he had a suhstart 
amount of stock left himself. 

Q Mr. Rosenfeld, there has been same confusion 
as to the procedures used in the Hewlett office for 
obtaining extensions of time in margin accounts. 

Can you explain to the court the procedures vu • 
are in fact used to obtain extensions? 

i 

A On the day that moneys would be due five days 
for margin account, seven days for a cash account, we r 
informed by our back office that the moneys have not ’ 
arrived. My secretary would notify the account exerut./^. 

He, in turn, would call the account. Basically there ar-' tv"' 
reasons why we would apply for extension. Either we r il ■* 
not locate the account, could not reach him, or the cl’-nt 

! 

would say the check was in the mail. And they would giv.• 
me the specific reason that they may be requiring an ex¬ 
tension, they may have required an extension, and I would 
reply or ask the back office to grant an extension. 

Extension is granted by the Federal Reserve Poar<-'. 

I believe. 
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i 

I 

THE COURT: Do you send out a notice? 

THE WITNESS: We notify our clients. 

THE COURT: Who does? 

THE WITNESS: The account executive. It's not 
a physical piece of paper going out saying that $2200 

I 

is necessary -- 

THE COURT: You don't send that? 

THE WITNESS: No. They get confirmations, your 
Honor, which might not be enough in certain margin trans¬ 
actions, so about two days prior to the— that the money 
is due, the back office notifies us exactly how much is 
necessary. We then get in touch with the client. Then on 

I 

the last day we get in touch with them again, if it's not 
in. 

IHE COURT: So what the back office does is send 
out a confirmation that you owe so much? 

THE WITNESS: Yes, sir. 

MR. GORDON: May I have this document marked for 
identification, please? 

(Defendant Edwards & Hanly Exhibit G marked for 
identification.) 

MR. GORDON: Your Honor, I would like the Securities 
and Exchange Commission to stipulate to the admission of 
this document in evidence. 
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• 

THE COURT: Let them look at it. 


3 

MR. PERLIS: Your Honor, we cannot stipulate 


4 

to this document. We have not seen it before. We have no 


5 

way of checking this. 


6 

THE COURT: Let me take a look at it. 


7 

MR. PERLIS: It's a high-low chart for weeks, your 


8 

Honor, in Geon stock. It doesn't show the open or close 


9 

or any particular day. 


10 

THE COURT: I will receive this exhibit, and if 


11 

you find that these figures are wrong, let me know and 


12 

file your own. This is public information, isn't it? 



MR. DRAKE: Your Honor, I think our concern was 


14 

the fact that it doesn't show opening and closing prices. 

| 

15 

THE COURT: Well, you can show opening and closing 


’o87 16 

prices if you want to. 

17 

I 

(Defendant Edwards & Hanley Exhibit G received 

I 

xx 18 

in evidence.) 

: 

19 

BY MR. GORDON: 

20 

Q Mr. Rosenfeld, I show you Edwards & Hanly 

I 

21 

Exhibit G received in evidence, and I ask you whether or 


22 

not with this document in front of you can you tell the 


23 

court approximately when the red light period was put on 


• 

your purchases of Geon stock (handing). 


25 

A Well, the week ending November 16th. Probably 
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• 

from here I would say most likely the 19th of November. 


3 

Probably the Monday. 


4 

Q Mr. Rosenfeld, did there cone a time when Mr. 


5 

Marvin Rauch was suspended in his employment with Edwards 


6 

& Hanly? 


7 

A Yes, sir. 


8 

Q When was that, sir? 


9 

A I believe March 1st. 


10 

Q 1974? 


11 

A 1974. I'm sorry. 


12 

Q Can you tell the court the circumstances under 


• 

which — did you suspend Mr. Rauch? 


14 

A Edwards & Hanly did, yes. 


15 

Q With your knowledge in advance? 


16 

A My approval, yes. 


17 

Q And your approval? 


18 

A Yes. 

1 

19 

Q Can you tell the court the reason why Mr. Rauch 


20 

was suspended at that time? 


21 

A Based upon his testimony at the American Stock 


22 

Exchange. 


23 

Q Did there cane a time when Mr. Rauch was terminate 

i? 

24 



• 

A Yes. 


25 

Q Approximately when was that? 
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• 

and notice of termination of Mr. Rauch? 

3 

A Oh, I'm sorry. I thought these were RE-1 forms. 

4 

Yes, exactly. I'm sorry. 

5 

MR. GORDON: I offer them in evidence. 

6 

MR. DRAKE: No objection. 

7 

MR. STRUM: I would like to see them for a 

8 

moment, if I may. 

9 

THE COURT: All right, we will receive them 

10 

subject to your complaint. 

11 

MR. STRUM: I have no objection, your Honor. 

12 

(Defendant Edwards & Hanly Exhibits H and I 


received in evidence.) 

14 

BY MR. GORDON: 

15 

Q Mr. Rosenfeld, in connection with the placing 

16 

of the order by Mr. Rauch on the morning of the 22nd, the 

17 

1,500 shares, at the time that Mr. Rauch placed that order. 

18 

can you tell the court whether the fact that Mr. Rauch 

19 

was selling 1,500 shares appeared unusual to you? 

20 

A No, it did not. 

21 

Q Can you tell the court the reason why if any 

22 

it did not? 

23 

THE COURT: Well, I don't care about the reason. 

• 

I take it then that your registered representatives out 

25 

there in Long Island often come in and say, I'm going to 


SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 
FOLEY SQUARE, NEW YORK. N.Y. CO 7-A5S0 








mh 


sell some stock? 


RosenfeId-cross 


7 ? 2 


THE WITNESS: Yes, sir. 

THE COURT: That is quite common? 

THE WITNESS: Yes, sir. 

THE COURT: That is the reason it is not unusua . 

THE WITNESS: Not at all. 

THE COURT: All right. 

BY MR. GORDON: 

Q Am I correct also, Mr. Rosenfeld, that at that 
time Mr. Rauch held over 60,000 shares of Geon stock? 

A Yes, 60,000 plus. 

Q So he would be substantially less than 3 per cent, 
2 per cent of his position? 

A Yes, sir. 

Q With respect to your personal purchases and seiles 

in Geon stock, I believe you testified that you purchased 
some shares in October; is that correct? 

A I think November. 

Q November? 

A November 2nd, 3rd. 

Q Did you sell any shares of Geon stock in November; 

A I think I sold some in December and a few shares 


in January. 


With respect to not only your account, but your 
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1 

• 

customer accounts, were you buying and selling, not 


3 

alternately, but back and forth? 


4 

A Yes. 


5 1 

| 

Q What about the — 


6 

TOE COURT: You were selling during the red light 


7 

period when you received this word, "Look out"? 


8 

THE WITNESS: I stopped buying during the red light- 


9 

period and sold shortly thereafter, yes, sir. 


10 

THE COURT: All right. 


11 

Q Mr. Rosenfeld, with respect to the sales of vnurs 


12 

and your customers' accounts, did you sell any such shares 


• 

on or about the day that the release was issued by the 


14 

negotiations with Burmah? 


15 

A Did I sell on December 3rd? 


16 

Q On or about that date. 


17 

A No. 


18 

Q With respect to Mr. Rauch's purchases and sales 


19 

of Geon stock did Mr. Rauch in the period from October until 


20 

February 19th sell shares of Geon as well as purchase them? 


21 

A Yes. 


22 

Q Do you have any recollection at this point of 


23 

any specific sales or sales of Geon stock during that period? 


24 



• 

A Yes. 


25 

Q Can you tell the court what your recollection is? 
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A Yes. He sold 2,000 shares for a Norman Marlow, 

I think in January. Maybe early February. I'm not quit'' 
gufe t X know he sold 600 shares to meet a maintenance on 11 
one particular time. There were sales. I definitely 
remember 2,000 shares, because I think I gave that special 

handling as well. 

MR. GORDON: No further questions. 

THE COURT: Are there any other questions? 

MR. PERLIS: Yes, your Honor, briefly. 

THE COURT: All right. 

MR. STRUM: I have no questions, your Honor. 

\ 

THE COURT: Oh, I beg your pardon. Thank you 
for telling me you don’t have any questions. Thank you 
very much. 

REDIRECT EXAMINATION 
BY MR. PERLIS: 


Q Mr. Rosenfeld, first with respect to the sale 
for Mr. Mazlow in January, that you testified was 2,00c shar^ 
I will show you SEC Exhibit No. 17 which purports to be 
a list of purchases and sales by representatives in the 
Hewlett office, and I call your attention to January 23rd 
(handing). 


• 



Do you see a sale there reflected for Mr. Mazlow? 
There is 200, but I believe that's wrong. I think 
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• 

0 

** 

it was 

considerably more than that. 



3 

Q 

With respect to Edwards & Hanly Exhibit r. 



4 

which purports to be the form you used for obtaining 



5 

research approval for solicitation of Geonr is that cor r- ■; 



6 

A 

\ 

tfes. 



7 

Q 

Was the report backing it attached at the time 



8 1 

that was submitted? 



9 

A 

Should be, yes. lie gave me a lot of things to 



1° | 

submit 

with it, yes. 



11 

0 

I believe it was your prior testimony that von 



12 

had received oral permission after submitting this document. 


• 

13 

you had 

received oral permission to solicit on or about 



14 

the time of Mr. Rauch's employment. 



15 

A 

Approximately, yes. 



16 

1 ° 

And you had received written permission approxi- 



17 

mately 

the week after? 



18 

A 

I believe so. Ten days, yes. 



19 

0 

1 will show you the last page of the report 



20 

that you submitted, along with the request for sol icitat- i on, 



21 

and ask 

if that is dated (handing). 



22 

A 

Yes. October 12, 1973. 



23 

Q 

isthat October 17, 1973? 


• 

24 

25 

A 

17th, I'm sorry. 



Q 

Isn't this the Cohenen report that you spoke of 
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2 

before? 



3 


A 

Might be. I can't see it, you pulled it away. 


4 


Q 

I'm sorry (handing). 


5 


A 

Yes. 


b 


Q 

Didn't you testify on direct examination that 


i 

you 

did 

not receive that report until the end of October? 


8 


A 

I 

Early October. Oh, I'm sorry, you're right. 


9 

late 

October, early November. 


,0 


Q 

What is the date on the formal written approval 


11 

for 

solicitation? 

i 


12 


A 

1 

November 1, 1973. 

• 

13 


Q 

I believe you testified earlier that Mr. Rauch 


14 

was 

i 

hired in August, August 22, 1973. 


15 


A 

Yes. I don't even go by my log, I have it in my 


16 

log. 




17 


Q 

I believe you also testified that Mr. Rauch was 


18 

suspended from his employment at some point after February 22.1 


19 

1974. 



20 


A 

Yes. 


21 


Q 

Did he continue to receive his pay from Edwards & 


22 

Hanly during that suspension period? 


23 


A 

1 

No. 

• 

24 


Q 

Prior to his termination on or about April 2, 1974. 

| 


25 

was 

he 

ever reinstated for any period with Edwards & Hanly? 

1 
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A I think for five or six days, five or six busin--' 
days perhaps. Right near the end of March. A week mayl <• . 

Q So he did return to his job? 

A Five or six days, yes. 

Q With respect once again to margin extension', 

I will show you again SEC Exhibit No. 17 which reflects 
the purchases and sales of Geon Securities, and ask i r on 
November 2nd you see a purchase of 200 shares in the Maior. 
account (handing)? 

A Yes. 

Q I believe you testified before that this was 
a margin account? 

A Yes. 

Q On November 9th was to your knowledge an extens 
of payment, an extension of time for payment granted in 
the Maione account? 

A Yes. 

Q To your knowledge, again referring to that 

sheet if you need to, did Mr. Maione also purchase an 
additional shares on November 9th of Geon? 

A Yes. 

Q Does Edwards & Hanly have any procedures about 

granting extensions in margin accounts and permitting 
customers to purchase on the same day when extensions are 
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granted? 

A Do we have any — I'm sorry, will you repeat 
that, please? 

THE COURT: He wants to knowvere there any 
procedures where the customer hasn't paid up on his marc in 
and he buys some more, he got an extension and then buvv 
some more stock at the same time. 

THE WITNESS: I would think it might be a little 
irregular, but it would be dependent upon what the account 
executive said to me, where the money is, the check is ’n 
the mail, I am picking the check up this evening, I am 
going out to get it right now. 

Q Do you recollect what was said to you? 

A No, I really don't, but I can see where it can 

happen. 

Q Did Mr. Maione have any other securities in nis 
account other than Geon? 

A No, I don't believe so. 

Q At the time he made his purchases was there any 

other equity in Mr. Maione's account? Had he put in any 
money when the account was opened? 

A I don't believe so. 

MR. PERLIS: No further questions. 

THE COURT: All right. 


* 


i 


l 

! 


I 
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Are there any other questions? 

MR. GORDON: No, no questions, your Honor. 

MR. STRUM: I still have no questions,your Honor. 

THE COURT: Thank you, you are excused. 

(Witness excused.) 

MR. RUBIN: Your Honor, my name is Richard Rub:n. 

The SEC calls David Lynn. 

DAVID LYNN, called as a witness in behalf of 1 h»- 
plaintiff, being first duly sworn, testified as 
follows: 

DIRECT EXAMINATION 
BY MR. RUBIN: 

Q Sir, would you please state your name? 

A My name is David Lynn, L-y-n-n. 

Q Your home address, please? 

A 360 Central Avenue, Lawrence, New York. 

Q Mr. Lynn, could you state when you were hired 

by Edwards & Hanly? 

A I was hired in December of 1967. 

Q In what capacity were you hired? 

A At that time as a trainee. 

Q A trainee to be — 

THE COURT: Where at Edwards & Hanly were you hired? 
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THE WITNESS: In New York. In this train in¬ 



program. 


4 

THE COURT: Here in New York? 


5 

THE WITNESS: Right. 


6 

THE COURT: All right. 


7 

Q Were you hired for the Hewlett office? 


8 

A Yes, I was. 


9 

Q When did you become a registered represrr.tat • v e? 


10 

A July 1, 1968. 


11 

Q What is your pi ent position at Edwards .. ;r r.ly? 


12 

A I'm the associate manager of the Hewlett iranch. 


• 

Q When did you assume that position? 


14 

A I assumed that position, I believe, in Novem.fr, 


15 

1971. 


16 

Q Are you a limited partner of Edwards & Hanly : 


17 

A Yes, I am. 


18 

Q When did you become a limited partner? 

I 

» 

19 

A I believe it was March of either '71 or '72, 


20 

I'm not sure. 


21 

THE COURT: Well, you are associate manager of the 


22 

office, and being a limited partner really you are an 


23 

investor, you put up some capital; is that right? 


24 

• 

TOE WITNESS: Yes, I did. 


25 

TOE COURT: On which you have a deal that you ?re 
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supposed :o get a return on? 

THE WITNESS: Yes. Exactly. 

THE COURT: But otherwise that's all a limited 


partner is. 

THE WITNESS: No, I have no other responsibilities 
other than just. a.- a cash investment. 

BY MR. RUBIN: 

Q What are your responsibilities as an associate 

manager? 

A Well, I supervise the registered reps, I give 
them sales ideas, take on the responsibilities of a manager 
in the absence of Mr. Rosenfeld. 

Basically I guess I'm his right hand man. 

Plus, again, helping with the RR's in the office. 

Q Do you, or did you prior to April 2, 1974, 
supervise Mr. Rauch? 

A Yes, as one of the representatives in the office. 

Yes. 

Q Where do you sit in relation to Mr. Rauch, or, 
where did you sit? 

A I sat directly behind him. 

Q Were there any dividers or partitions between 
your desk and Mr. Rauch's desk? 

A No. 
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Q About how many feet would you say approximate 
the distance between your desk and Mr. Rauch's desk? 

A The length of a desk. 

TOE COURT: We have all this. I have a perfect 
picture of this happy family here. The customers sit behind 
you. 

THE WITNESS: Well, they have a section for the 

customers. 

THE COURT: Yes. 

Q Mr. Lynn, when you were hired, were you informed 
of any Edwards & Hanly procedures concerning contacts 
between representatives and officers and directors of public 
companies? 

A Well, as part of the training program I believe 
there was same mention made of it, if you wanted to sneak 
to a company or something you would have to go clear through 
the manager, or something like that, but I don't remember 
specifically at the very beginning. I know subsequent to 
that there was. 

Q Were they written? Was it a written procedure, 
if you recall? 

A No, I don't recaD.. 

Q What procedures, also when you were hired, did 
Edwards & Hanly have concerning the completion of new accounti 


SOUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOUSE 
FOLEY SQUARE, NEW YORK, N.Y. CO 7-45S0 





1 


ir.h 


Lynn-direct 


7 33 


2 

cards? 


3 

A Well, they had a form which had to be completed, 


4 

but which they gave you to complete, but th#t form su'rs^- 


5 

quently had been revised and it's more comprehensive nan 


6 

year as it's gone on. 


7 

0 Who can authorise the opening of a new account' 1 


8 

A Well, the branch manager or the associate manager 


9 

will sign, and it's also approved in the back office a p t r 


10 

our approval. 


11 

0 As associate manager do you verify any date 


12 

on new account cards? 


13 

A Yes, occasionally. But sometimes 1 will delegate 


14 

that responsibility, since it is administrative, to my 


15 

secret.arv. 


16 

o Do "ou rely on th* data supply by the represer.tati' 

r 

17 

that it is completed on the card? 


18 

A Well, to be honest, the rep — 


19 

THE COURT: Ho be honest. 

| 

20 

THE WITNESS: I'm sorrv. 


21 

THE COURT: Don't pick out any Particular time. 


22 

just do that all the time. 


23 

A (Continuing) The registered representative 


24 

at Edwards & Ilanly is supposed to be a trustworthy individua 

L, 

25 

and he is making certain statements t<" us by his signature 
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on that card that ho has complied with all the rules a ’ 
regulations in obtaining all of the necessary informal'or 
on that account card. 

Therefore his signature or. there is for nr tn 
rely that he wants t.h’s account opened. 

Q What procedures da you use to monitor the 
trustworthiness, let's sav, of a rep? 

UR. GORDCtt: Your Honor, I don’t understand 
that question entirely, 

THE COURT: Well, r think I understand the ob-ject 

to the form, but I will ask him, do you have any procedures 
to determine whether fellows you hire as reps, as you ?L1 
them, are honest? How do you find that out? 

THE WITNESS: Just from the experience that we 
ha\e with them, I don't do the hiring. 


THE COURT: You don't do the hiring, so you don't 


know that. 


r giE WITNESS: No. 


THE COURT: Have you ever had to check a rep, 
did Mr, Rosenfeld ever ask you, 1vant to get a check on 
this rep? Did he ever do that? 

1HE WITNESS: Well, Mr. Rosenfeld has asked 
me to speak to a rep after he has interviewed him for 
possible employment, but other than that I didn't do aw 
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searches per se. 


THE COURT: You didn't check his background? 
TUT WITNESS: Ho. That's not done through nv 


TIIE COURT: To f nd out if he beats his wit# 


and thin' s like this. 


THE WITNESS: No, not at all. 


THE CCXJRT: You never do that? 


THE WITNESS: No. 


THE COURT: All right, 


3Y MR. R1/3 IN: 

Q Do you depend on a rep for his honesty and 
trustworthiness and for his own compliance with the Edwards 
& Hanly rules? 

MR. GORDON; Objection again, your Honor. 

THE COURT: I th'.nk I will sustain the objection 
to that. I think that is selft-serving any way he answer 
that. 

Q Mr. r.ynn, upon the opening of a margin account 
do you require that margain agreements be signed before 
any trades are made? 

A No. 

Q How soon after the trade may be made do you 
expect a margin agreement to be signed? 

A Within a reasonable time. 
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• 

Q A week? Two weeks? A month? 

3 

MR. GORDCU: Your Honor, he has testified as 

4 

to a reasonable time. 

5 

THE COURT: Well, that is a very elastic term. 


6 

What is a reasonable time? 


| 

7 1 

THE WITNESS: Well, all right. What we do is 1 

8 I 

i 

upon the opening of an account if the clients is not 


9 

physically present to sign a physical margin agreement. 


10 

then what the rep will do is the moment he opens the 


11 

account on that day at some point we will send out a margin 


12 

agreement for the customer's signature. 


• 

When the customer responds is not under the contr 1 

i 


14 

of the rep. He constantly calls them, but a reasonable 

i 


15 

1 * 

time as soon as it gets into the mail. 


16 

Q A week or two weeks or three weeks would be 

- 


17 

I 

a reasonable time? 

i 

| 

18 

A I would usually say if they try to get it in 


b89 19 

before. But, that's reasonable. 

1 

20 

Q As associate manager can you approve the extcns 


21 

of time to pay for a stock purchase? 


22 

A I haven't, no. 

j 

23 

THE COURT: I think the question is, do you have 

i 

• 

authority to. 


25 

THE WITNESS: Well,not — I don't know. 
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I 

THE COURT: You don't know. You have never dor* i.rJ 

THE WITNESS: I have never done it. Extensions 
of time I believe are granted by the New York Stock 
Exchange, and it's just that we will reouest an extenr’on 
of time from, them, but it's the manager of the office v»- ■< 
gets all extensions from the secretary. 

Q Did I understand you to say though that you 
have not done that? 

A I have never granted an extension of tine. 

Q Do you knew if extensions of time are granted 

without receiving signed margin agreements in accounts? 

THE COURT: Well, he has never done it.. I think 
I will sustain the objection to that, 

Q Ilr. I.yp.n, I would like to show you SEC Exhibit 19 
which is the new account card of Mr. Louis Maione(handing). 

Have you seen that document before, Mr. T.ynn? 

A Excuse me? 

Q Have you seen that document before? 

A Yes. 

Q is that your signature in the lower right-hand 

corner of the front side of the card? 

A Yes, it is. 

Q Can you tell me whose handwriting is two blanks 

above that, initial disclosure statement, beginning at date 
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and amount of interest, annual interest? 

A No, I cannot, 

Q Do you know if you filled that ort ? 

A No, 1 did not. It's not my handwriting. 

Q Do you know who routinely would fill that '-i u 

MR. GORDON: Your Honor, he has testified A bat¬ 
he doesn't know. 

THE COURT: Well, he can answer if he knows wbof< 
job it is to fill that out. 

A I v:ould imagine it's the function of the back 
office. 

Q When this account was opened, Mr. Lynn, did you 
spot check any of the data on the account? 

A Did 1 spot check on this one specifically? 

Q Yes. 

A I couldn't tell you. We do it randomly, and I 

don't, know whether this one was or wasn't. 

THE COURT: Do you put a little "x" somewhere 
if you spot check it? 

A Well, no. I think — I don't know what my 
secretary does. 

THE COURT: You don't put anything? 


THE WITNESS: No. 

Q Your secretary would know this as opposed to you 
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• 

2 

1 

i 

genei 


3 

If there was a spot check she would do iL , 



4 

I do..': ■ i'.cAv specifically what her code would be. 



5 

»>.■ Mr. Lynn, do you know as of this moment, vh < 

t 


6 

1 

there are any inaccuracies on that card? i 

| 



7 

1 

A Any inaccuracies? 



8 

0 Yes. 



9 

A No. 



10 

At the time that account was opened did you 



11 

any :el.r( ionship between Mr. Malone and any of fir. - 


12 

1 

other customers? 

• 

13 

A No. i 

1 ! 


14 

Q Mr. Lynn, did you know at the time Mr. R a urf 


15 

was employed by Edwards & Har.ly that he had a signify 


16 

• • 

position in Ceon, in both his own and his customers’ ; •> • 



17 

I . 1 

A At some time during his employment I did know. 


18 

Q Would it be contemporaneous with his emplo'/r i 


19 

j while ! • was being interviewed? 

[ 


20 

THE COURT: Look, that's an awfully long w! rv 



21 

question. 



22 

When did you find out he had a position— 



23 

THE WITNESS: I knew he had a positive when he 


• 

24 

had come over, shortly after he had come over. I know he 



25 

had a pos tton. The extent I did not learn, the full , 
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until sortie time J.“ter in his employment. 

Q Did you ever own any Geon in your own account 
or in the accounts of your customers prior to Mi. Rauch'• 
employment: of Edwards & Hanly? 

A Yes. 

y Can you tell me when your first purchase v:as 

A I believe when it came out as a secondary issu 

in about 1972, in 1971. There was a secondary, I believe, 

$20, and I holieve I got either 50shares or something ’i v o 
that or. the secondary offering. 

Q Was that for your own account? 

A No. 

Q Did you hold any for your own account prior to 
Mr. Rauch's employment? 

A None. 

Q Did you ever contact Edwards & Hanly's research 

department f i information on Geon prior to Mr. Rauch' 
employment? 

A Their research department? 

the COURT: Your research department. 

I 

A No, I had no reason to. I wasn't buying the st-'cV. j 

Q Was the 50-share purchase your only purchase of 
Geon prior to Mr. Rauch's employment? 

A I believe that was the only purchase. 
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2 1 

Q Did you ever discuss Gcon with Mr. Rauch -u t * 


3 

his employment by Edwards £» Hanly? 


4 

h Absolutely. 


5 

Q Did you discuss Geon frequently with .Mr. 


6 i 

A Whan you say "frequently," in terms of v 


7 

the company cr tape action? 


8 

Q Company or tape act’on. 


9 

THE COURT: No, I think that — did you hov* 


10 

a continuing course of conversation with Rauch about r ' 


n 

t h\fr sort of a daily thing you talked about Geon. 


12 

THE WITNESS: During the course of a week we 

• 

13 

would have a conversation, it was more so in the months 


14 

of January and February than prior to that. But the- v 


15 

discussions, you know, obviously weekly. 

| 


16 

Q Did you consider Mr. Rauch the man in the ofir 


17 

to speak to if you had some questions about Geon. or 


18 

question about tape action? 

1 > 


19 

A Did T for the office or myself personally? 


20 

Q For yourself personally. 

1 

m 

21 

A If I wanted to know something about Geon I would 


22 

speak to Mr. Rauch, because he had an extensive file of 


23 

material on the company. Something I had never seen before. 

• 

24 

I didn't believe there was that information published 


25 

by a company. 

1 _ 
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Q When did you first buy Ceon for your m o mt? 

A For my own account? 

Q Yes. 


6 i 

7 ! 

8 

9 i 

i 

10 
11 
12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


A I believe it was the early part of Noveml r» . 

TIIE COURT: How much did you buy? 

THE WITNESS: I bought for myself. I hr! «■ v* 
it was 400 shares. 

THE CCTJr.T: How did you happen to do 

THE WITNESS: I was in receipt of a Cor nr . i nrt , 
a company report. The name of the cormnny was C vnr - , j.n 
(lean Industries, and I was pressed. 

THE COURT: Did you talk to anybody in Edwards 
Hanly about that? 

THE WITNESS: I spoke -- well, 1 spoke to ?*.» . tauoh 
because T believe he was the one who gave me the report, 
and he asked me to read it. and asked what I thought of it. 

Q When do you recall Mr. Rauch giving you the 
Coenen report? 

A Just shortly, I guess, before I had made any 
purchases. 

Q Do you recall purchasing Geon for your own account 
on November 2nd? 

A I believe that was the date. 

Q Do you know if Mr. Rosenfeld also purchased the 
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2 

3 

4 

5 
6 

7 

8 

9 

10 
11 
12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


same number of shares for his own account on ITov'.ml»'* M. 

A T believe he purchased it at the sarp t ’.ip i hat 

I did. 

Q Do you know that Mr. Rauch also purchas'd f»r' 
shares For ;ir» own account on November ?nd - ' 

A Well, as 1 said, we were in receipt of ti< 

Coenen report and I imagin he purchased on t •-at •'bay rdrn, 

Q Did you discuss your purchases befor< • ru -?./ J 
entered orders? 

A I really don’t recall. 

THE COURT: I think he has testified that he i-:.ci 
this, what did you call that report? 

THE WITNESS: I call it Coenen. I don’t kr "V r 
I’m pronouncing it rightly. C-o-e-n-e-n. 

THE COURT: That’s good enough. And you had that 
report and you had been talking to Rauch about it? 

THE WITNESS: Well, he’s the one who gave it to m'' 
for my viewing. 

THE COURT: Sure. So you undoubtedly talked t > hirr. 

about it, 

THE WITNESS: Sure, we had discussions. 

THE COURT: I mean at the time you purchased. 

THE WITNESS: Yes. 

THE COURT: You undoubtedly did. Did you talk 
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• 

l 

i 

to Rc eld too'. 1 


3 

| 

TOE WITNESS: Yes. At the time, sure. 


4 

BY MR. RUBIN: 


5 

Q Mr. Lynn, did you purchase shares on behalf ; 


6 1 

your father on November 12, 1973? 


*7 1 

i 

A I believe I purchased 200 or 100, someth in<i 1 ; '*>’ 


8 

that,on that day. 


9 | 

Q Do you know if Mr. Rauch also purchased sr.vf:- 


10 

for his own account and his family's account or Novae • - 


11 

A No, I do not know the extent of his purchase*. 


12 

Q Did you purchase shares for yovr father on 


• 

November lfcth? 


14 

A That must have been the balance, because my 1 


15 

had 300 shares, total, so on one day I purchased a hurt* • 

16 

the other day 200, and I don’t knawwhich one it was. 

1 

17 

Q Did Mr. Rauch also purchase Geon on November 'Mh. 

! 

! 

18 

A I have no knowledge that he purchased on the* 


19 

dates for himself. 

1 

20 

Q Mr. Lynn, do you know if Mr. Rauch had any contact 

! 

21 

at Geon Industries, anyone he spoke to? 

1 

22 

A Well, 1 know now that he had spoken to— 


23 

THE COURT: No, not what you know now. Did you 


• 

know during this period that you were buying stock whether 


25 

he had any contact? 



SOUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOUSE 


_ 

FOLEY SQUARE. NEW YORK. N.Y. CO 7-4SS0 





ONLY COPY AVAILABLE 


Lynn-direct 


THE WITNESS: I know he railed the corpen 
or twice that I had known of. But I think if T'tr not 
mistaken, I believe he spoke to a Mr. Neuwirth, he r>. ’ 


Dot I didn't know what that meant, whether that. We. - 


I • > C 


relations or what. 

Q Do you know if Mr. Rauch spoke to Ur, 1 1 ,v 
at Geon industries? Is that familiar? 

A I don’t know the rame Bloom at nil, oth' r 
my mother's maiden name. 

Q No relation, I assume. 

THE COURT: Did anybody tell you that Cron i • 


George Neuwirth? 


THE WITNESS: I do know it %w , but I di <ir>' ♦ ; !•, ;v 
s oecif i cally at that point, that it meant. George Hmwi <tt,, 

Q Did you hear Mr. Rauch conversing with anvorv 
at Geon Industries to your knowledge? 

A I have never heard a physical conversation, k>. 

Q You did not know that Mr. Neuwirth was the 
chairman of Geon; is t hat. your statement? 

THE COURT: No, he didn't say that. You didn't 
ask him that. He didn't, know. All he said war he didn't 
know that Geon was a combination of George and Neuwirth, 
that's all he said. 

Did you know that George Neuwirth was chairman 


SOUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOUSE 
FOLEY SQUARE, NEW YORK, N.Y. CO 7-4SS0 






mh Lynn-direct 746 

I 

of the board? 

TIIE WITNESS: At that time, no, but then I 
learned subsequently that after. 

Q Prior to February 22, 1974? 

A Yes. 

Q Did you ever speak to anyone at Geon Industries' 

A Did I? 

Q Yes. 

TIIE COURT: Well, let's have a time frame. During 
this perifxi when Rauch was working. 

Q From October, 1973— 

A I'll answer I never spoke to anybody at Geon. 

THE COURT: All right. 

Q Did you ever discuss with Rauch clearing or 
getting authorization for his calls to Geon or any other 
company? 

A Did I ever speak to him? 

Q Yes. 

A No, I know he would speak to Mr. Rosenfeld before 

he called, usually, on the one or two times that I knew that 
he spoke to somebody, that I knew he would speak to Mr, 
Rosenfeld. 

Q Mr. Lynn, did there come a time when Edwards & 
Hanly issued a directive concerning Geon purchases? 
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A Well, the word "directive” confuses me a little 
because — is it a written or verbal? 

Q I would like to ask you that. 

A I knew of some kind o' verbal directive. T 

never saw a written directive. 

Q When did you become aware of the existence of 
the directive? 

A Probably the middle to the end of November. 

Q Were you aware of any warning, directive, prior 

to the middle or the end of November? 

A A warning prior? No. 

Q Do you know who issued the directive? 

THE COURT: You never heard any instruction from 
anybody in Edwards & Hanly that said, be careful about Ceon? 
THE WITNESS: I had no direct — 

THE COURT: You wouldn't have that — 

THE WITNESS: But it was given to me. When I 
would have a discussion with Mr. Rosenfeld. 

THE COURT: Just whatever you got would be from 

Rosenfeld? 

THE WITNESS: That's right. That’s why I say, 
was it verbal or written. I never saw a written one. 

Q Were you aware prior to the middle or end of 
November of a warning or guideline on Geon? 

SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 
FOLEY SQUARE, NEW YORK, N.Y. CO 7-4SS0 






mh 


Lynn-direct 


74a 


A Yes. 

Q Prior to the middle or end of November? 

A 0h f no. I thought you said at the end of 

I 

November. No. Middle of November to the end of November , 
some time in that period is when I first became aware ol it. 

Q That is your first knowledge now? 

A Of a verbal directive of some kind. 

Q Did you solicit purchase orders in Geon securities 
in the customers' accounts during October 23rd and 25th? 

A I solicited a few, yes. It wasn't very nuen, 
but it was a few. 

Q Close to a thousand shares total? I can furnid; 
you a list, SEC Exhibit No. 17 perhaps will refresh your 

| 

recollection (handing). 

A Fine. These have my clients, right. 

q During October 23rd and 25th, 1973, did Mr. 

1 

Rosenfeld discuss Geon purchases with you at all? 

A I'm sorry, the date, October 23rd and what other ! 

date? 

Q And the 25th. 

A Did he discuss it with me? 

Q Yes. 

A No. Not to my recollection. 

THE COURT: I think we will take a short recess, 
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gent1omen. 

(Pecess) 

THE COURT: Froceed, Mr. Rubin. 

BY MR. RUh.t.N: 

0 M r. Lynn, what was the substance of the ri i * -• • 
concerning Geon purchases? 

A The verbal conversation that I had with Mr. 
Rosenfeld was basically that they sort of nut on a 
caution light on the purchases of the stock in margin 
accounts that on concentration our position was gettmc 
extremely large, and that we would like to not have extrnsio 
or whatever, but it was just a caution signal. 

0 Were your purchases on margin? 

A Mine personally? Yes. 

0 Did you solicit purchases in your customers' 

accounts in Ceon after being informed of the directive 
by Mr. Rosenfeld? 

A Yes. 

Q Did you personally have any responsibility for 
enforcing the directive? 

THE COURT: Well, T don't know what you mean by 
"enforcing a directive." Did you pass on this warning 
to others in the shop? 

THE WITNESS: Yes. Well, the only one who had 
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any stoci .as Marvin. I' don't think -- maybe one or tv, 
other fellows, if that, had any stock, and I passed it. on 
to Marvin specifically. 

i 

THE COURT: You didn't tell these registered 
representatives of whom I guess there were 20 at. the tin , 
we have got a warning on this, look out about — 

THE WITNESS: No, because they didn't hav^ an ,( 
interest in the stock. 

THE COURT: They had no interest in it? 

THE WITNESS-.None at all. 

THE COURT: All right. 

Q What did Mr. Rauch say when you passed on the 
warning, or directive? 

A I don't recall the specific conversation. He 
was just made aware of it on various occasions. Not 
specifically, in other words, if he went to buy a great 
deal of stock he would be, you know, before he did it if 
it was a new account we would just tell him, well, is it 
suitable, etc., for the account, and that was it. And, 
you know the requirements, that we just would like to watch. 

Q You know then that he did continue to buy Geon 
heavily after he was informed of the directive? 

TIE COURT: Do you know? 

Q Continued to buy— 
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THE COURT: I don't know what "heavily" is. 

Did he continue to buy after this warning? 

THE WITNESS: Yes. he did. 

Q Did Mr. Rosenfeld tell you any reasons for the 
directive? 


THE COURT: Well, I think he just told us, he 
has enumerated the reasons and they were told to him by 
Mr. Rosenfeld. 

Q Do you know if Mr. Rosenfeld also informed 
Mr. Rauch of the directive? 

MR. GORDON: Your Honor, I think this is unnecessat 'f 
We have had direct testimony. 

THE COURT: I think we are going all over the some 
darned ground, but, he can answer that. 

When you talked to Rauch was Rosenfeld there? 

TIIE WITNESS: Not even time. But I'm sure Mr. 
Rosenfeld had discussions. 

THE COURT: Were you all there at one time when 
this warning was the subject of conversation? 

THE WITNESS: I think it was just Mr. Rosenfeld 
and myself initially late one afternoon, but subsequent 
to that time I'm sure Mr. Rosenfeld, I know Mr. Rosenfeld 
had spoken to Mr. Rauch a number of times. 

Q Do you know if Mr. Rauch purchased 1,000 shares 
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• 

of Goon on February 19, 1974? 

l 

3 

A Most definitely. 

I 

4 

Q Did you have a conversation with Mr, Rauch 

I 

5 

concerning that purchase? 


6 

A Absolutely, ■ 

7 

Q Can you relate that conversation, please? H 

8 

A I remember as if it was yesterday, because it 

■ 

9 

was funny. He had turned around and asked me what the 

■ 

10 

commission is on a thousand shares of a 14-3/4 dollar 

I 

11 

stock, and I happened to have the commission rate book, one 


12 

of them in the office, and I computed it for him. And then 


• 

I asked him, why? Becaiase my curiosity was up. And he said 


14 

he was considering buying another thousand shares for, I 


15 

believe his own account. To which I said, you know, I 


16 

didn't understand why, but after a discussion it came out 

■ 

17 

that the market had been so bad and he felt confident 


18 

in this stock, and so he wanted to buy it. 


19 

THE COURT: Did he give you any other reason thzn 


20 

that? 


21 

% 

THE WITNESS: No, nothing other than just he wanted 

j 

22 

to buy — well, the deal had been announced at $16.80, 


23 

or a preliminary deal, anyway, and he felt that this is 


• 

the best stock to be in at the time. 


25 

THE COURT: But why, he didn't give any reason why 
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this occurred to him on February 19th? 

THE WITNESS: No, nothing on that date. No reason 
other than that he wanted to know what the commission was. 

Q Did you inform. Mr. Rosenfelt of Mr. Rauch's 

intention to buy 1,000 shares? 

A I don't kiow if I did or if Marvin did himself. 

I'm not sure. I don't recall whether I specifically went 
in and told him. 

Q Do you know that either one of you definitely 
did inform Mr. Fosenfeld? 

A No. 

Q Did you object to Mr. Rauch that he should not 

buy 1,000 shares? 

A I told him I thought he had too much at that 
particular point, but it's his own money. I can't tell him 
what to do with his own money. It wasn't for a customer 
who was heavy in the stock, it was his own money. I can't 
tell him what to do in that respect. 
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Q Did you ever contact any of Mr. Rauch's 

customers concerning the suitability of Geon in their 
accounts? 

A At what time? When? 

Q Over the period from when you heard the 

directive through February 22, 1974. 

A One or two that happened to come into the 

office, I spoke to them about the fact of their positions in 
Geon. 

Q Mr. Lynn, were you aware that Mr. Rosenfeld 

purchased stocks for his own account on December 6th, 1973? 

MR. GORDON: Your Honor, I don't see the need 

to go into this by indirection. 

THE COURT: Do you know whether he did? 

THE WITNESS: I know he purchased some shares. 
The date I don't know. 

THE COURT: You don't know. All right. 

Q Did you purchase shares for your own account on 

December 6th? 

A I don't recall. I know I purchased a total of 

800 all together. I don't know the — the bulk of it was 
done in the beginning of November, and that's — after that 
it was small pieces here and there. 

Q Mr. Lynn, what time did you get to the office on 
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February 22? 

A Forgive me for laughing. I was waiting on linr 
for gas, and I got in about — a few minutes after 10:00, 

I believe. 

Q What did you do? Can you explain what happened 

when you got in? 

A I went over to my desk, I started opening my 

mail, my morning routine, and that was it. 

Q Did you have any conversations with Marvin 

Rauch shortly after getting in? 

THE COURT: No, you have asked him what happened. 
Now, all these questions. What happened? You went in there 
and you read your mail, and what else happened? 

THE WITNESS: Right then what happened was, 

Marvin turned around to me and asked me a question, what 
does imbalance mean to you. And I said, imbalance, I said, 
what is imbalance? And he said, Geon. So I said, well, I 
think imbalance, in my experience has meant that the stock 
is going to open low. And so we then went to Mr. Rosenfeld's 
office to discuss what imbalance meant. 

THE COURT: Well, you think imbalance means 
stock is going lower? 

THE WITNESS: Yes. 

THE COUPT: Why can't it mean it's goinn higher? 
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THE WITNESS: It's just in my experience imbalance 


3 

is in flux. 


4 

THE COURT: You just think it is bad news when 


5 

it's in imbalance? 


6 

THE WITNESS: Yes, my own interpretation. 


7 

Q Did Mr. Rauch tell you that he had placed an 


8 

order to sell 1,500 shares prior to the opening, or prior 


9 

to 10:00 o'clock that morning? 


10 

THE COURT: Can't we go through this? Now you 


11 

keep interrupting with all these questions going over the 


12 

ground we covered. You went in to see Mr. — 


• 

THE WITNESS: Mr. Rosenfeld. 


14 

THE COURT: All right. What happened then? 


15 

THE WITNESS: We just discussed the imbalance 


16 

at the opening, what it meant, and my feeling was that it 


17 

meant that it was — 


18 

THE COURT: What happened after that? 


19 

THF WITNESS: We went out, the American Stock 


20 

Exchange tickers were out at that point and so I think a 


21 

call was made to the order desk to find out if it was going 


22 

to be up or down. 

% 

23 

THE COURT: Who did that? 


• 

THE WITNESS: I think Mr. Rosenfeld. 


25 

THE COURT: You didn't do that? 
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subsequently decked on the transaction blotter and tour, 
that 2,000 shares had been sold as Mr. Rosenfeld has r.a. 

THE COURT: All right. 

MR. GORDON: Thank you. 

THE COURT: You may proceed, Mr. Gordon. 

CROSS-EXAMINATION 
BY MR. GORDON: 

q Mr. Lynn, can you tell the Court verv briefly 

your educational background? 

A i graduated from CCNY, Bernard Raruch School 

with a Bachelor of Business Administration degree, and 1 
went to work for an accounting firm for three years prior 

to my coming into Edwards & Hanlev. 

Q There has been testimony here today concern.r. ; 

the purchasing and selling of Geon stock by you for your 

own account and your customers. 

Did you ever knowingly coordinate your purchase r 

and sales with those of Mr. Rosenfeld and Mr. Rauch? 

MR. RUBIN: I object, your Honor. 

THE COURT: I'm going to sustain the objection 
to the form of that question. That is purely self-serving. 
As I listen to all this, you fellows were buying and selling 

around the same time; isn't that right? 

THE WITNESS: Well, buying, not sellinq, I 
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don't think. Because I was selling from the middle of 
December straight through. 

THE COURT: How about on February 22? 

THE WITNESS: It was just the 500 shares, that v ; 

i 

the only thing I sold. 

THE COURT: Yes, but you knew that morning 

that — 

THE WITNESS: Oh, that's other sales. I 

; 

THE COURT: Yes. You knew all that, didn't you?! 

I 

THE WITNESS: Yes, I knew that other sales were 
being made, but I was the first one in. 

THE COURT: Yes. 

BY MR. GORDON: 

Q Mr. Lynn, during the period from November 15t.h 

through to February 22nd, how many shares approximately of 
Geon stock did you sell for the account of yourself and 
your customers? 

A From November 15? 

Q Around November 15, vf»s. 

A 7 really didn't do mv ch selling until the middle 

of December, I believe. I think it's from December 15th 
to February 22nd, I sold 80, 90 percent of whatever I had. 

Q Why did you sell those shares during that 

period of time? 
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here we go again. 

So I only sold the 500 and not the full 1,300, 
but it had to be, I think, a fear motivation more than an- 
thing else. 

Q On the 22nd, Mr. Lynn, didyou have any conver 

sation with Mr. Rauch which contributed to your decision *o 
sell? 

A No. As I said, I picked up the phone right 
after the opening and I sold mine, and afterward I'm sure, 
you know, we had various discussions. But my 500 that I 
sold was done right after the opening. 

MR. GORDON: No further questions. 

MR. STRUM: I have no auestions, your Honor. 

THE COURT: Are there any other questions? 

MR. RUBIN: Your Honor, I have a few short 

questions. 

THE COURT: All right. 

REDIRECT EXAMINATION 
BY MR. RUBIN: 

Q Mr. Lynn, you did have a conversation with 

Mr. Rauch prior to placing your order to sell the 500; is 
that correct? 

A I had a conversation concerning the imbalance, 

but, you know, what it meant, but not anything else. 
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Q When you say after the opening you are talk!;, 
about the delayed opening, not shortly after the opening 
of the market at 10:00 o'clock; is that right? 

A The delayed opening of that specific stock, 
that's correct. 

MR. RUBIN: Thank you. 

THE COURT: All right. No more questions? 

Thank you, sir, you are excused. 

(Witness excused.) 

MR. RUBIN: Your Honor, the SEC calls Louis 

Maione. 

LOUIS MAIONE, called as a witness on behalf of 

the plaintiff, having first been duly sworn by the 
Clerk of the Court, testified as follows: 

DIRECT EXAMINATION 
BY MR. RUBIN: 

Q Mr. Maione, please state your name. 

A Louis Maione. 

Q Your address, your home address? 

A 1585 Odell Street, Bronx, New York. 

Q Where are you employed? 

A Metropolitan Life Insurance at Stuyvesant Town. 

THE COURT: What is your job there? 

THE WITNESS: Electrical supervisor. 
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Are you related to James McMahon? 


I a... 


What is the relationship? 


Son-in-law. 


Mr. Maione, did you ever have a brokeraqe 


account with Edwards & Hanley? 


A Well, my son-in-law took care of that. 

THE COURT: The question was, do you know, did 
you have an account yourself with Edwards & Hanley? 

THEWITNESS: No. 

THE COURT: No account? 

THE WITNESS: No. 

Q Have you ever been to the Edwards & Hanley's 

Hewlett office? 

A Never. 


Have you ever been to any other Edwards & Han lev 


office? 


Never. 


Have you ever spoken on the telephone prior to 


February 22, 1974 with any employee of Edwards &. Hanley? 


Well, I don't know exactly the date, but I did 


talk to Marv. 


THE COURT: Talk to what, sir? Whot did you 


talk to? 
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THE WITNESS: Marv. I don’t know his last nnme. 
THE COURT: Marv? 

THE WITNESS: Marv. 

THE COURT: All right. When was that? 

THE WITNESS: I don't know exactly when. Whether 
it was before or after this date that you're referring to. 

THE COURT: Did he call you or did vou call him? 
THE WITNESS: He called me. 

THE COURT: Do you think that was in this year 
1974? Was it before Christmas or after Christmas? 

THE WITNESS: No, it was after Christmas. 

THE COURT: You're not quite sure when? 

THE WITNESS: No. 

BY MR. RUBIN: 

Q Do you recall the substance ofthe conversation, 

Mr. Maione? 

A Offhand, I don’t. I would by lyinq if I told 

you what itvgas all about. But there was somebody else that 
got on the phone right after Marv and he wanted to know if 
I was James McMahon's father-in-law, or was James McMahon 
my son-in-law. 

Q Do you know where Mr. Rauch was when he called 

you? 

A No, I have no idea. 
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THE COURT: Where were you, sir? In Stuyvc^ar.t 

Town? 

THE WITNESS: In my office, yes. 

THE COURT: This was durinq the day? 

THE WITNESS: Yes. 

Q Did the other person who got on the phone 

identify himself? 

A No. 

Q Did you ever give Mr. McMahon written authority 

to open a stock brokerage account for you? 

A I did. 

Q Written authority? 

A No, not a written authority, no, I’m sorry. 

Just a verbal. 

THE COURT: When was that, sir? 

THE WITNESS: '73 I think it was. Last year. 

THE COURT: Last year? 

THE WITNESS: Yes. 

THE COURT: You wouldn't remember when? 

THE WITNESS: Not offhand. 

Q Mr. Maione, do you know what a margin account is' 

THE WITNESS: Pardon me? 

Q Do you know what a margin account is? 

A I don't know anything about stocks. 
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2 

Q 

! 

Have you ever signed a margin agreement? 

1 

3 

A 

Never. 

4 

Q 

Do you know what a margin agreement is? 

5 

A 

• ! 

No. 

6 

Q 

Mr. Maione, I would like to show you SEC 

7 

Exhibit 20, 

it is an Edwards & Hanley's customers agreement. 

8 


i 

Can you tell me if that is your signature at the ! 

9 

bottom of that agreement (handing)? i 

10 

A 

No, it's not. 

11 

Q 

Have you ever seen that document before? 

I 

12 

A 

Never. 

i 

13 

Q 

| 

Mr. Maione, I would also like to show you SEC 

i 

14 

Exhibit 19, 

1 

it is a new account report. 

i 

15 


i 

Have you ever seen that document before, sir 

16 

(handing) ? 


17 

A 

Never . 

18 

Q 

Could you look at the data, the information on 

19 

that card? 

Is any of the information on that card incorrect, j 

20 

sir? 


21 

A 

The business address is wrong. 

22 

Q 

The business address is wrong? 

23 

A 

Yes, sir. 

24 


THE COURT: You fellows know what this is. Let 

25 

me see it. 
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The Odell Street is all right, 1585? 

| 

THE WITNESS: Yes, the business address is vro: j. I 
THE COURT: 741 Grand Street, that's wrong, vm. 
are in Stuyvestant Town; is that right? 

THE WITNESS: That's right. 

THE COURT: Metropolitan Life is all right, 

isn't it? 

THE WITNESS: Yes. 

THE COURT: Is that your home telephone number 

here, TA 8-2823? 

THE WITNESS: 2832, yes. 2832. 

THE COURT: That looks like 23 to me. What is 

your business phone number? 

THE WITNESS: 777-1600. 


THE COURT: Got that right. 

Don't ask me about "position." I can't read it 

either. 

BY MR. RUBIN: 

q Is the bank reference correct, sir? 

THE COURT: What is your hank, sir? What bank 

do you use? 

THE WITNESS: Well, I have a business bank. 

First National City in Parkchester. 

Q Does the bank reference spot indicate that or 
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the account card? 

THE COURT: I don't know why we have to worry 

him about it. 

What does it indicate? 

MR. RUBIN: I believe it says "Dollar Savings, 

your Honor. 

THE COURT: Dollar Savings? Do you have an 

account at Dollar Savings." 

THE WITNESS: Yes, I have. 

THE COURT. All right. 

q Mr. Maione, did you purchase any shares of Geon 

in November 1973? 

A I have a slip here, I don't know if that's the 

one you're referrina to. 

MR. GORDON: Your Honor, could we have that 

slip marked for identification, please? 

THE COURT: Yes, indeed. 

THE WITNESS: In March. 

THE COURT: In March of 1974? 

THE WITNESS: 3. 

THE COURT: March of 1973. 

All right, do you want to take this and mark it? 
(SEC Exhibit No. 22 was marked for identifi¬ 
cation. ) 
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• 

2 

BY MR. RUBIN: 


3 

Q Mr. Maione, this confirmation slip indicates 


4 

100 shares purchased March of 1973. The question was, did 


5 

you purchase any Geon in November of 1973. 


6 

A No. 


7 

Q Did you receive any payment notices from 


8 

Edwards & Hanley in November of 1973? 


9 

THE COURT: Any what kind of notices? 


10 

MR. RUBIN: Either overdue payment, margin coll 


11 

notices. 


12 

THE COURT: Did you receive any notices from 

• 

13 

Edwards & Hanley? 


14 

THE WITNESS: I did receive them, yes. 


15 

j 

THE COURT: You did receive them? 


16 

THE WITNESS: I turned them over to my son-in-law. 

► 

17 

THE COURT: Do you remember what they were? 


18 

THE WITNESS: Well, different shares, 100 shares. 


19 

200 shares. I don’t remember exactly. 


20 

THE COURT: It looks like these were purchase 

% 

21 

orders. Were they, or did you know? 


22 

THE WITNESS: I couldn’t tell you for sure. 


23 

Just statements. 

• 

24 

THE COURT: What do you do when you get a bill? 

25 

You look at it, don’t you? 
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THE WITNESS: Yes. 


3 

THE COURT: Would you say these looked like 


4 

bills? 


5 

THE WITNESS: Anything thathad to do with 


6 

Edwards & Hanley I just turned it over to my son-in-law. 


7 

THE COURT: You paid no attention to it? 


8 

THE WITNESS: That's right. 


9 

BY MR. RUBIN: 


10 

Q Did anyone from Edwards & Hanley contact you 


11 

concerning payment of the stock? 


12 

A No. 


£ 

Q The Geon stock? 


14 

A No. 


15 

Q Did you sell any Geon stock on February 22, 1974? 


16 

• 

o 

A-4 

< 


17 

MR. RUBIN: I have no further questions, ycur 


18 

Honor. 


19 

THE COURT: By the way, do you gentlemen want 


20 

to hold onto that slip? I would like him to get it back at 


21 

\ 

some point. It is his property. 


22 

MR. GORDON: No, he can have it, your Honor. 


23 

THE COURT: Are you going to need it, gentlemen? 


24 

• 

MR. RUBIN: No, your Honor. 


MR. STRUM: No, your Honor. 
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1 

2 



THE COURT: All right. 1 would like to giv«- it 


3 

back to 

him 

• 


4 



MR. CORDON: He can have it now, your Honor. 


5 



THE COURT: All right. I'll let him have it 


8 

back. 




7 

CROSS-EXAMINATION 

xvx 

8 

BY MR. G 

ORDON: 


9 

Q 


Mr. Maione, did you give your son-in-law. 

• 

10 

Mr. McMahon 

, authority to open an account at Edwards & 


11 

Hanley in your name? 


12 

A 


Well, he told me he was going to open it, he 

• 

13 

wanted to know if it would ae all right for him to open an 


14 

account 




15 

Q 


What did you tell him? 


16 

A 


Yes. 


17 

Q 


Did he tell you why he was going to open an 


18 

account 

at 

Edwards & Hanley? 


19 

A 


To buy stocks. 


20 

Q 


Did he tell you what stocks? 

% 

21 

A 


Geon. 

i 

22 

Q 


Did he tell you that before he bought shares 

- 

23 

in an account in ycur name at Edwards & Hanley? 

• 

24 

A 


Would you please repeat that? 

25 

Q 


Yes. Did he tell you that he was going to buy 





SOUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOUSE 

FOLEV SQUARE, NEW YORK, N.V. CO 7-4SS0 




i 




1 


19CMd 


Maione-cross 


S * . 



#93 




2 

3 

4 


5 


6 

7 

8 
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10 

11 

12 

13 

14 

15 

16 

17 

18 
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20 
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Geon in an account at Edwards & Hanley before he did it* 

A No, he didn't tell me who he was going to hv 

them with. 

Q ‘No. 

i 

THE CJURT: I think the question, let r.e see .. i 

I 

I can get it straight. He said he wanted to open an ai.co tr.t j 

» 

in your name at Edwards & Hanley, and you said all right’ 
is that right? 

THE WITNESS: As I say, he didn't tell mo whc 
he was going to open it with. 

i 

THE COURT: He didn't say anything about 
Edwards & Hanley, he just saidhe was going to open an arc;unt ' 
THE WITNESS: Yes. 

THE COURT: In your name? 

THE WITNESS: Yes. 

THE COURT: Then he said he was going to buy 

Geon? 

THE WITNESS: yes. 

THE COURT: What did you say about that? 

THE WITNESS: All right. 

THE COURT: Okay? 

THE WITNESS: Yes. 

BY MR. RUBIN: 

Q You didn't know where it was going to be? 
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| 

2 

A 

NO. 


3 

Q 

Did he tell you hov: many shares of Geon he was 


4 

going to 

buy? 


5 

A 

No. 


6 

Q 

Did you ever get any papers from Awards & 


7 

Hanley? 



8 

A 

All the stocks? 


9 

Q 

Ho, did you ever get any papers from Edwards & 


10 

Hanley? 



11 


THE COURT: He indicated he did get some state - 


12 

ments- 


• 

13 

A 

I got statements. 


14 


THE COURT: And he just gave them, you just 


15 

i 

gave them to your son-in-law? 


16 


THE WITNESS: Son-in-law. 


17 

Q 

When you got the statements from Edwards & 


18 

Hanley, 

didyou object to anythinq on tho^e statements? 


19 

A 

As I said before, I didn't bother to look. I 


20 

just looked at them and turned them right over to him 


21 

because 

I don'tknow how to read them. 


22 

Q 

Did jdu ever call up anyone at Edwards & Hanley 

• 

23 

and ask 

how come you were gettina a statement from them? 

• 

24 

A 

Never- 

25 

» 

MR. GORDON: No further questions. 
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THE COURT: Does anybody have any questions? 


MR. STRUM: 


THE COURT: 


No questions. 

Are there any further questions? 


excused, 


MR. RUBIN: No further questions. 

THE COURT: Thank you, Mr. Maione, you are 


(Witness excused.) 

MR. PERLIS: Your Honor, at this time the SEC 


would call Mr. Raleigh Gilbert. 


RALEIGH 


GILBERT, called as a witness on 


behalf of the plaintiff, being first duly sworn by 
the Clerk of the Court, testified as follows: 
DIRECT EXAMINATION 


BY MR. PERLIS: 

Q Sir, will you please state jour full name? 

A Raleigh L. Gilbert. 

Q Where are you employed? 

A Edwards & Hanley. 

Q In what capacity? 

A I'm a partner. 

Q What function do you perform aside from being 

a partner? Are you in charge of some division? 

A Customer complaints, registration of registered 

representatives, administrative assistant to Mr. Edwards and 
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6 

7 
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15 

16 

17 

18 
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various other small duties, such as okaying of small bills, 
approval of customer letters. 

C When were you employed by Edwards & Hanley? 

A 1954. 

Q In what capacity were you employed at that time? . 

A As a trainee, sales trainee. 

Q Did there come a time, sir, in or about 

October of 1973 that you became aware of a substantial 
position of Geon Industries at the Hewlett branch of 
Edwards & Hanley? 

A Yes, sir, it was brought to my attention. 

Q How did it come to your attention? 

THE COURT: Who brought it to your attention? 

THE WITNESS: I believe it was the manager, or 

the partner in charge of the margin department. 

THE COURT: Who was that? 

THE WITNESS: Mr. Horatio Patti. 

THE COURT: Horatio Patti? 

THE WITNESS: Yes. 

Q What did Mr. Patti tell you? 

A That there was a substantial accumulation of 
Geon st. 4 -: in the one branch, the Hewlett branch. 

Q Did he indicate to you that he was upset about 
this, or that some action should be taken with regard to it? 
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A He wanted the information to be given to 
Mr. Edwards. 

Q For what purpose did he tell you? 

A He just felt that he should be aware of it. 

Q Did you convey this information to Mr. Edwards? 

A Yes, I did. 

Q Did you inquire if the — 

THE COURT: Wait a minute. Do you remember when 

this was? 

THE WITNESS: To the best of my memory, some 
time in October. 

THE COURT: October of last year? 

THE WITNESS: Yes, sir. 

Q Were you able to ascertain whether or not it was 
any particular registered representative who was 
responsible for this accumulation of Geon at that time? 

A I think that the name of Mr. Rauch was mentioned. 

I'm not exactly sure, though. 

Q You reported this to Mr. Edwards, did you not? 

A Yes. 

Q What was Mr. Edwards' re.ponse? 

A He asked me to call Mr. Rosenfeld, the manager 
of the Hewlett office, and make sure that he was aware of 
the situation, that he was staying on top of it. 
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Q Did you reejest Mr. Rosenfeld to take any 

affirmative action aside from just generally staying on top 
of it? 

A No, sir, I did not. 

Q When did you make this call? 

A Sometime in October. 

Q Early? Middle? End? 

A Couldn't have been the end. I was away on 

vacation. So it must have been before that. But beyond 
that I really can't pin it down. 

Q Did you indicate to Mr. Rosenfeld at that time 

that he should exercise caution with respect to purchasing 
additional Geon shares? 

A No. At that time I just made sure that- he was 
aware of the position and th*t he was — 

THE COURT: Staying on top of it. 

THE WITNESS: Yes, sir. 

THE COURT: That's it, told him to stay on top 

of it. 

Q Did Mr. Rosenfeld indicate to you what if anything 

he would do to stay on top of the situation? 

THE COURT: The thing I'm interested in is this 
fellow Patti or Mr. Edwards. Did they indicate what 
difference does it make if there was an accumulation of Ceon 
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2 j in the Hewlett branch? So what? 


THE WITNESS: No. He always wanted to be kept 


advised of any large positions rt the firm, or in any branches 
THE COURT: Why? 


THE WITNESS: For any potential problems, I 


assume, that could arise from it. 


THE COURT: But you didn't have any particular 
reason in mind. He had a feelinq that he didn't want large 
accumulations in a branch — 

THE WITNESS: I assume that's right, sir, yes. 

Q So was this concern on Mr. Patti's partly the 
result of the Trans-Lux situation? 

MR. GORDON: Objection. 


THE COURT: I will sustain that. We have got 
enough trouble without getting into Trans-Lux. 

MR. PERLIS: Your Honor, could I make a proffer 


on this line? 


THE COURT: No, because he doesn't know. I 
mean, he said he was told. 

You were just told by Mr. Edwards after you had 
reported Patti's conversation to call Rosenfeld and keep on 
top of it; is that correct? 

THE WITNESS: Yes, sir, that's correct. 

THE COURT: All right. 
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Q After you contacted Mr. Rosenfeld and informed 

him to stay on top of the situation, did there come a tire 
when the accumulation of Oon shares at Hewlett was aqain 
called to your attention? 

A Yes. 

Q When was that? 

A About the middle of, sometime in the middle of 


November. 

Q How was that brought to your atten ''on and by 

whom? 

A Again by Mr. Patti, and the fact that there had 

been some fairly good price movement in the stock, and that 
we still had a very large position in it. 

Q Did Mr. Patti inform you as to whether or not 

the position — 

THE COURT: What is a good price movement? 

Going up? 

THE WITNESS: No, that there had been action 
both ways in it actually. 

THE COURT: That is what you call a gocd price 

movement? 


i 


i 




THE WITNESS: Well, not good, I suppose my use 
of the words there — 

THE COURT: There had been substantial trading, 
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• 

2 

would that be it? 

• 


3 ! 

THE WITNESS: Well, that along with the price 


4 

movement. 


5 

THE COURT: All right. 


6 

Q Would you say that -- 


7 

THE WITNESS: Fluctuation in price, I thin!- . 


fi 

THE COURT: What did you do at that tine? 

i 

i 

9 

THE WITNESS: I again reported it to Mr. Edwards, j 


10 

and he asked me to call Mr. Rosenfeld with some suggestions. 


11 

THE COURT: Which were? 


12 

THE WITNESS: That he should advise any clients 

• 

13 

Who had substantial holdings in the stock that it right be 


14 

wiser for them to lighten up on their holdings, to lessen 


15 

i their holdings, or not purchase additional shares. 


16 

Also that any customers that came in that wisher: 


17 

to purchase stock should be advised that they would he 


18 

expected to pay promptly. 


19 

THE COURT: What did you do when Mr. Edwards 


20 

told you that? 


21 

THE WITNESS: I called Mr. Rosenfeld and gave 


22 

him those suggestions. 


23 

THE COURT: When you say those suggestions, what. 


24 

does that mean? 

• 

2u 

THE WITNESS: Well, I think that Mr. Edwards 

1 
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• 

2 

felt that Mr. Posenfeld had probably covered a lot of th i. 


3 

areas, but that he wanted these suggestions given to the 


4 

in case he hadn't thought of then himself. 

#94 

5 

THE COURT: In other words, this was not in 


1 

6 1 

nature of a directive to Rosenfeld, these were suggestio: 


7 

that Edwards thought he ought to do? 


8 

THE WITNESS: Yes. 


9 

BY MR. PERLIS: 


10 

Q Did one of those suggestions include lighten..i:q 


n 

up in Geon if possible? 


12 

MR. GORDON: He has already testified to that. 

• 

13 

THE COURT: He has covered that. You have got 


14 

to lighten up and discourage them from buyinq more. 


15 

THE WITNESS: Yes, sir. 


16 

. 

Q Did you monitor the situation at the Hewlett 


17 

1 office to determine whether or not Mr. Edwards' suggestions 

1 

18 

had taken any effect ^ith regard to the increased purchases 


19 

or lightening up of Geon? 


20 

A No, sir, I did not. 


21 

Q Did it cone to your attention as to whether or 


22 

not more Geon shares had been purchased at the Hewlett 


23 

office after these suggestions had been made? 


24 

A I don't remember any other specific situations 

• 



25 

with Geon where it was brought to my attention, no. 



% 
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® 2 

THE COURT: Patti didn’t come back? 


3 

THE WITNESS: No, sir, not to me. 


4 

THE COURT: Not to you at any rate, right 


5 

All right. 


6 i 

0 This situation was then being left to 


7 | 

Mr. Rosenfcld to manage? 


8 

THE COURT: What's that? No, I will sustn 


9 

j the ob-jection. He made the suggestions and h« didn t h .. 


10 

any more from Patti and he didn't hear any more about 

• 

H | 

j at tb r Hewlett office; is that right? 


12 

TI!E WITNESS: That's right. 


• 13 

MR. PERLIS: No further questions. 


14 

MR. GORDON: No questions. 


15 

MR. SI RUM: I have no questions. 


16 1 

THE COURT: Thank you, Mr. Gilbert. You at- 


17 

excused. 


18 

(Witness excused.) 


19 

MR. PERLIS: Your Honor, prior to resting ■ 


20 

case the Commission had planned to call one additional 

J 

21 

witness, Mr. Ivan Boesky. We were informed by Mr. Gt_ 

• 

22 

that Mr. Boesky is currently out of town and will not 

P 

23 

return until Monday. That is my understanding. 


A 24 

THE COURT: All right. Well, if you want to 


• 



25 

hear him, you gentlemen tell me how long you think you w. nt 

T 

» 
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• 

on this case. How much time do you want? 



3 ; 

MR. GORDON: Your Honor, T think in view of the 


• 

4 

testimony I have only one Witness to call, and that 



5 

witness is sitting right here and his nane is Bert I'cva.' Is. 



1 

6 1 

THE COURT: Why don't we put him on? We wii. 



7 1 

put him on a few’ minutes and we will get along. 



8 s 

j 

How about you, Mr. Gtrunt, how long a case do 



1 

9 

you visualize? 



10 

MR. STRUM: Your HOnor, 1 would not like to 


* 

11 1 

answer that question until after I hear Mr, Boesky s 



® 12 

testimony, but I can say that not having heard Mr. Boesky's 



• 13 

testimony I still anticipate my case will be very short. 



14 

THE COURT: All right. Well, that is a help. 



15 

Well, why don't we take on Mr. Gordon’s witness, perhaps we 



16 

f 

j can finish with him. 



17 

Is there any objection to that? 


% 

18 

MR. DRAKE: No, your Honor. 1 just want to say 


to 

19 

before the Commission formally closes we would like to 


\ 

20 

submit some investigative transcripts. 


, i 

21 

THE COURT: You will have time for that. 



* 




22 

Go ahead, Mr. Gordon. 


, t '* 

>' ' 

23 

MR. GORDON: I call Mr. Bert G. Edwards to the 


a 

24 

stand . 



• . 
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BERT G. EDWARDS, called as a witness >r 

i 

behalf of defendant Edwards & Hanley, having v r qi 
first duly sworn by the Clerk of the Court, test.ii .e j 

t 

as follows: 

MR. GORDON: Your Honor, I might sav 'Tx . ..c J ->ar 

I 

is somewhat hard of hearing and -- 

i 

THE COURT: If you don't hear what these fellows 
say, just holler and make them talk louder. 

DIRECT EXAMINATION 

i 

BY MR. GORDO!.’: 

O Mr. Edwards, are you one of the two co-manajing ( 

partners of tne firm of Edwards & Hanley? 

A Yes. 

Q Is the name Edv/ards & Hanley your family name" 

Does it come from your family name? 

A Edwards is. 

i 

Q Was your father one of the founders of the firm? 

A Yes. 


Q How long have you been with Edwards & Hanley? 

A 1951. 

Q When did you become a managing partner of the 

firm? 


A Around '56 or '57. 

Q Who is at the present time your co-managing 
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• 

2 

j 

partner? i 

1 


3 

A Boh Zoellner. 

I 


4 

Q Can you tell us, please, what in general ai ; 

1 


5 

i 

your functions as co-managinq partner of Edwards & Hanley. 


6 

J 

A Manage the firrr. 


7 

i 

Q Is there anything in particular that you do 


8 

that Mr. Zoellner doesn't do, or vice-versa? 


9 

A I guess there are sente specific thinqs that 


10 

Mr. Zoellner does that I do not do. 

j i 


11 ! 

, 

0 Yes. Vice-versa. I'm just tryincr to establish 

i 


12 

• 

the nature of what you do. 

• 

13 

THE COURT: Why don't you do that? 


14 

What do you do? 

! 


15 

THE WITNESS: Well, I manage the firm, 1 watcl i 

| 


16 

what Mr. Zoellner does as well as with everythinq else that ; 


17 

happens in the firm. He's in charge of the money we comnit 


18 

to various --- 


19 

THE COURT: What does the firm do? It is a 

1 


20 

brokerage firm, do you underwrite? 

X 

21 

THE WITNESS: Yes. We are a full brokerage firm. 


22 

We are in syndications, we are principal market, makers. 


23 

over-the-counter, we are major corporate bond brokers. 

• 

24 

THE COURT: Stocks, bonds? 

25 

THE WITNESS: Stocks, bonds, mutual funds. We 
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are not in commodities. 

THE COURT: Municipals? 

THE WITNESS: We have a large municipal bor*. 

department. 

THE COURT: Government bonds? 

THE WITNESS: We don't do much in qovernmc t 

bonds. 

THE COURT: You don't do anythina in comraodit i<- .i: 
THE WITNESS: Nothing in commodities. 

BY MB. GORDON: 


1 

j 

I 

I 


I 

j 

> 

i 

i 


i 

i 

i 

! 

I 


Q Mr. Edwards, did there come a time when a con- 

I 

centration in Geon stock at the Hewlett branch was called 

I 

to your attention? 

A Yes. 

Q Approximately when was that, sir? 

A Whenever it came in, I would guess. 

THE COURT: Do you remember when that was? 

THE WITNESS: No, not specifically. I have heard ! 

j 

other testimony, but I don't personally remember. 

I 

THE COURT: You have no particular recollection? 
THE WITNESS: No. 

THE COURT: DO you remember who reported to 


you about that? 

THE WITNESS: 


t. 

I imagine Bud Gilbert. 









• 


1 

| 

| 

* i 

i 
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1 

> 

• 

2 

THE COURT: Mr. Gilbert did? 



3 

THE WITNESS: I imagine. 



4 

THE COURT: He said he did. 




5 

i 

6 

THE WITNESS: Yes. I heard him say it. | 


* 


THE COURT: He said he got it from somebody 




7 

called Patti. 


- 


8 

THE WITNESS: Riaht . 




9 

THE COURT: Who is Patti? 




,0 

THE WITNESS: He's the head margin clerk. 




11 

BY MR. GORDON: 

' 

N 


12 

Q Did there come a time when you called 


• 

• 

13 

Mr . Martin Rosenfeld concerning the concentration of Gcori 




14 

stock? 




15 

A Yes. 

1 



16 

Q Do you remember when that was approximately? 


* F - 


17 

A Soon after I heard about the concentration. 

' 

1 

«■ 


18 

Q Do you remember what, if anything, vou sail to 



19 

Mr. Rosenfeld? 



20 

A I have known Marty a long time. I ^ust asked 


. 

21 

him, what's the story on Geon. 



22 

THE COURT: What did he say? 



23 

THE WITNESS: He would say a registered 


• 

24 

representative came in, we had a prettv big position in it 

1 



25 

when he came in, he liked the stock, he was on top of it, 

( 

1 

* 
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it was a good-sized flow to the big market and he was on 
top of it. And I said, well, just watch it. 

THE COURT: Did you tell him to get on top of it? 

THE WITNESS: No. 

THE COURT: That's what Gilbert said. He said 
that he told Rosenfeld to get on top of it. 

THE WITNESS: On top of it, yes. I find him a 
very qualified manager. He's been on a long time. 

THE COURT: What did you say to him again? 

THE WITNESS: To stay on top of it. 

THE COURT: Stay on ton of it, all right. 

BY MR. GORDON: 

Q Did there come a time when you had another 

conversation with Mr. Rosenfeld concernina the concentration 


of Geon? 


I think yes. The stock dropped very sharply 


one day in what I considered to be light volume, and I said 
oh, oh, that's trouble. 

Q So did you call Mr. Rosenfeld? 


Yes. 


What did you tell him? 

THE COURT: Do you have any i3ea when this was? 


When was this? 


THE WITNESS: If I could look at the price action 
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• 

2 

of the stock and the volume — 


3 

THE COURT: They have got a list of it hero. 


4 

Take a look at it and see if that helps refresh your 


5 

recollection. 


6 

Q Here you are (handing). 


7 

A That would be somewhere around the middle of 


8 

November. 


9 

THE COURT: The middle of November 1973? 

■ 

10 

THE WITNESS: Right. 


11 

Q What did you say to Mr. Rosenfeld at that time. 


12 

if anything? 

• 

13 

A I don't recall exactly what I said, but it was 


14 

not a panic situation as far as I was concerned. Just the 


15 

situation that you, you know, you see a blinking liqht and 


16 

you put a finqer on it. I would have said to Marty, this 

«■ 

17 

stock looks like iLs thinner than it has appeared to be. 


18 

You have a lot of stock, I'd like to see people lighten up. 


19 

I don't really want to see you buying any stock unless you 


20 

can, you know, unless thev pay for it, unless they are in 

* 

21 

cash account or in margin accounts that would handle the 


22 

stock, or Geon would be zero. 

#95 

23 

It doesn't have to be really zero, it could be 

• 

24 

$2 or $3, but I don't want you to take any in at the present 


25 

market price. 

SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 

SOLEV SQUARE. NEW YORK. N.Y. CO 7-SSSO 

*» 


'i f v ’ 






1 


3 7 CMd 


Edwards-direct 




i 


2 

3 

4 

5 

6 

7 

8 

9 

10 
11 
12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


Q Mr. Edwards, did there come a tj.me that you 
learned that certain sales had been made in the Hewlett 
office based on alleged inside information on February 2J.- 
A Certainly. I just don't know -- must be when 

my attorney, Mr. Gleit informed me, I would think. 

THE COURT: That is the first you heard about it? 

THE WITNESS: I would think so, yes. 

Q Following that conversation, or conversations, 

when you first learned about it, Mr. Edwards, did there 
come a time when Edwards & Hanley broke certain trades 
which had been made on that day? 

A Yes. 

THE COURT: What do you mean by broke certain 

trades? 

THE WITNESS: Well, some of the people who sold 
the stock through our Hewlett office appeared to be insiders. 
Our first position was, well, what we will do is just tie 
up all the funds of anybody that sold the stock ir. Neon 
and let the sales stand. 

Then when more information came out that they 
seemed to be pretty much insiders and tney sold to the 
street, you know, other brokers, we took the action of 
breaking the trade. 

THE COURT: What is breaking the trade? 
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THE WITNESS: Cancelling the trade. 

THE COURT: Cancelling the trade? 

THE WITNESS: Right. Whoever boug.nt the stock 
from the people who sold it now that the stock was suspended 
in trading and had no market at all — 

THE COURT: In other words, the buyer would 
rescind the transaction? 

THE WITNESS: No, we as agent for the seller 
went to the buyer and said we would like to cancel the 
trade, and obviously he was very pleased to cancel the 
trade. 

THE COURT: The stock was going down? 

THE WITNESS: Right. Please cancel the trade. 

BY MR. GORDON: 

Q On these initial transactions, Mr. Edwards, 

I 

did you take the stock and put it back into the accounts of 
the people who sold on alleged inside information? 

A In cancelling the trades it was sold from their 

account, so when you cancel the trade the stock, it was 
there, if they had 100 shares of stock and sold it we 
cancelled the trade, that sale is cancelled, so the stock 
remains there. 

Q Do you recall approximately when it was that 
you cancelled these insider trades? 
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• 

A Shortly after the testimony was received at the 


3 

American Stock Exchange, or with the SEC. That's a factual 


4 

thing. 


5 

MR. GORDON: I have the documents here. With 


6 

the SEC's stipulation I would like to put in the original 


7 

sale confirmations and the cancellation confirmations. 


8 

your Honor. 


9 

THE COURT: Have you seen these, gentlemen? 


10 

MR. DRAKE: No, sir. 


11 

MR. PERLIS: We don't object to that, your 


12 

Honor. 


• 

THE COURT: All right. Receive them in 


14 

evidence. I take it these are the records of Edwards & 


15 

Hanley? 


16 

MR. GORDON: In the ordinary course of business, 


17 

yes, sir. 


xvx 18 

(Edwards & Hanley Exhibit J was received in 


19 

evidence.) 


20 

MR. GORDON: Your Honor, from Edwards & Hanley 


21 

\ 

Exhibit J in evidence I can represent to the Court that the 


22 

trade date on these cancellations was March 4, 1974. 

<3 


23 

THE COURT: Well, now, would that mean, 


24 

Mr. Edwards, that March 4th was the date they were 


• 



25 

cancelled? 
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There is no period elapsing, is there? 

THE WITNESS: I don't believe there would be 
anything like a settlement date. A cancellation would be — 
THE COURT: So if it says the trade date was 
March 4th, that was the date thev were cancelled? 

THE WITNESS: I would believe that, yes. 

THE COURT: All right. 

MR. DRAKE: Your Honor, we just stipulated to 
these exhibits, we don't know whether they were actually 
cancelled. 

THE COURT: I understand, but these are just 
the records of Edwards & Hanley in the ordinary course of 
business, that's why I'm receiving them. 

BY MR. GORDON: 

Q Mr. Edwards, following the cancellation of these 

insider trades, did you have occasion to have conversations 
with a representative of the American Stock Exchange 
concerning the possible cancellation of additional trades. 

A Yes. 

Q Do you recall with whom you spoke? 

A Yes, Ed Peterson. 

q Do you know what Mr. Peterson's position with 

the American Stock Exchange was? 

A Executive vice president. I believe he is 
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executive vice president. 

Q As a result of your conversations with 

Mr. Peterson did there come a tine when Edwards & Hanley 
broke the remaining trades of February 22 out of the Hewlett 
office and broke the sell side of those transactions a^d 
put the stock into Edwards & Hanley's error account? 

A No, that's not what we did. What we did is we 

broke the street side. 

Q Then what did you do? 

A We let the sell stand and we substituted 

Edwards & Hanley's error account for the buy side, for the 
street side. For instance, if the proverbial lady from 
Missouri bought 300 shares through Merrill Lynch, we went 
to Merrill Lynch and said, we don't believe there is any 
problem with this sell, but in order to maintain integrity, 
and there is some cloak over this whole situation, we will 
take it into our error account and let that little old lady 
off the hook. 

THE COURT: I see. In other words, Merrill 
Lynch would give you back the claim on the stock? 

THE WITNESS: Right. They bought it from us, 
we will say at $14, and there was no market in the stock, 
and we went to them and said, we will cancel, although we 

i 

Delieve that sale to be absolutely genuine. 
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THE COURT: Right. 

THE WITNESS: But so far as the lady was 
concerned, the thing was cancelled as far as she was 
concerned, she didn’t take the loss. She would get a call 
from her broker-and she would say, terrific. 

THE COURT: And you had the stock back, and if 
it went up you would come out all right and if it went down, 
you wouldn't. 

THE WITNESS: Yes, but we didn't think it was 
going to go up. 

THE COURT: You didn't think it was going to 

go up? 

THE WITNESS: No. 

MR. GORDON: If your Honor please, may we mark 
this for identification, please? 

(Defendant Edwards & Hanley Exhibit K was 
marked for identification.) 

MR. GORDON: I would like to offer this in 
evidence as a business record of Edwards 6 Hanley, your 
Honor. 

THE COURT: Have you gentlemen seen it? 

MR. DRAKE: Yes, your Honor. Again it looks 
like a microfilm of some records we are not familiar with. 

THE COURTS Well, you tell me this comes out 
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of Edwards & Hanley, it is a business record? 

MR. GORDON: Yes, your Honor. 

THE COURT: On that basis I will receive it, 
subject to any further checking. 

(Defendant Edwards & Hanley Exhibit K was 
received in evidence.) 

BY MR. GORDON: 

Q Mr. Edwards, do you recall approximately how 
many shares you took into your error account? 


3,000. 


I think 3,000. I'm not certain, but about 


MR. GORDON: Your Honor, the trade and settlement 


date, it's the settlement date, but I think in view of what 
it is, it is also the trade date on Edwards & Hanley's 
Exhibit K in evidence is April 2nd, 1974. 

THE COURT: All right. 

Q Mr. Edwards, do you know whether Edwards & 
Hanley still has that 3,000 shares? 

A No, we sold them. 

Q When did you sell them? 


9-7/8. 


A day or two after they resumed trading, 


You sold it at 9-7/8? 


Yes. 


SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 
POLEV SQUARE. NEW YORK, N.Y. CO T UN 


A 







1 

2 

3 

4 
3 




6 

7 

8 
9 
10 
11 
12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


44CMd Edwards-direct 7 <n 

Q And it was taken into your error account at 
prices of about 14; is that correct? 

A Around 14 average, I think, yes. 

Q So that am I correct that with respect to the 

trades which were taken in your error account that you lost 
approximately $12,500? 

A Probably. Just about. 

Q Mr. Eavards, after the filinq of the lawsuit ' 
in this case by the Securities & Exchange Commission, did 
Edwards & Hanley receive communications from customers 
concerning the continuation of business with Edwards &, 
Hanley? 

MR PERLIS: Objection, your Honor. I would 

ask for some kind of proffer here as to what counsel — 

% 

THE COURT: Would you read me that question 
again, please? 

(Question read.) 

THE COURT: I will let him answer that. 1 am 
sure he received the communications. I think I know the 
answer. 

You did receive communications? 

THE WITNESS: Yes, we did. 

THE COURT: All right. 

MR. GORDON: Before I continue with that, would 
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2 you mark these documents for identification? I think you 

3 can put them in as one exhibit. 

4 (Defendant Edwards & Hanley Exhibit L was 

5 marked for identification.) 

THE COURT: I don’t know about these other 

7 exhibits. What is the offer of proof on these? Are these 

8 the letters? 

MR. GORDON: This right now? No, your Honor, • 
10 these are — let me show them to Mr. Edwards. 

U THE C0URT: Are these newspaper clippings? 

12 MR. GORDON: Yes, your Honor. 

13 MR * PERLIS: We would object on the grounds of 

relevance again, your Honor. 

15 THE COURT: what do I get out of a lot of 

16 !! newspaper clippings? 

MR. GORDON: Your Honor, part of the relief 

18 which Edwards & Hanley is seeking from.the Court is that 

19 the Securities & Exchange Commission, when it commenced this 

20 lawsuit, gave it enormous publicity before they had an 

21 opportunity — 

THE COURT: They always do. 

MR. GORDON: Well, the question is, should they, 
w your Honor, because one of the things we think the Court 

5 should do here is if the Court should find in Edwards i 
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Hanley's favor is to compel the Commission to give equal 
publicity to that as they gave to the filing of the lawsuit 
on unsubstantiated charges. 

THE COURT: I will consider that when it comes 
to settling a time for the judgment in this case, T will 
just leave it that they give a lot of publicity and this , 
doesn't add to it. Is this the SEC publicity? ' 

I 

MR. PERLIS: No, your Honor. The SEC issued ! 
a litigation release, and that's all. The SEC does not 
solicit newspaper articles. 

THE COURT: I know, but hopefully, and their 
* 

hopes are usually granted, they get a big play in the Times 
and the Post. Maybe they didn’t want it, but they are glad 
to have it. I think you might as well hold onto that in 
the event it comes to settling a judgment, whichever way I 
decide to do this I will consider it. 

BY MR. GORDON: 

Q Mr. Edwards, following the dissemination of 

i 

this newspaper publicity did Edwards & Hanley receive 

calls from one or more customers who refused to do business 

i 

with Edwards & Hanley in view of this pending lawsuit? 

MR. PERLIS: I again object, your Honor, on the 
grounds of relevance. 

THE COURT: Yes, I think I will sustain the 
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i 

objection to that. 

I 

3 

MR. GORDON: I have no further questions. 


4 

MR. PERLIG: Just about three brief questions, 

i 


5 

your HOnor. 


6 i 

1 

THE COURT: Ail right. 

| 


7 

< 

CROSS-EXAMINATION 


/x 8 

BY MR. PERLIS: 


i 9 

i 

0 As part of the trades that were hroken after 


10 

the February 22 sales, Mr. Edwards, was one of those trades 

I 

11 

the 4,400 shares that Mr. Rauch had crossed with Ivan 

I 

12 

Boesky, the Edwards £. Hanlev Arbitrage partner? 

I 

• 

THE COURT: Do you know? 


* 14 

A With Edwards & Hanley? 


15 

Q Yes. 


16 

A It wasn't Ivan Boesky's account, it's an 

I 

17 

Arbitrage account. Edwards f, lianley Arbitrage account, 


18 

which was one buy — 


19 

THE COURT: And Boesky was the Arbitrageuer? 

1 

20 

THE WITNESS: Right. 


21 

THE COURT: AL1 right. 


22 

Q I show you again Exhibit G and call your 


23 

attention here to price fluctuations during th° week of 


^ 24 

December 21, 1973 with respect to the price at a hiah of 


• 

N 


25 

14-1/8 and a low of 9-3/8. 
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Yes. 


Q Did you call Mr. Rosenfeld at any time during 

that week to express any concern as to price fluctuations? 

A In all probability, yes. 

THE COURT: You don't recall, but you think 
you would have? 

THE WITNESS: Yes. 

Q On March 4th when these trades were broken had 
the American Stock Exchange already commenced its investi¬ 


gation into these sales on February 22? 

A I think the /American Stock Exchange commenced 

investigation, very rapidly so, I woaid say, yes. 

Q And in fact, hadn’t the Securities & Exchange 


& 


Commission also commenced its investigation and taken 
testimony from several Edwards s. Hanley employees by that 


time? 

A I guess that's correct. 

Q Does Edward-, & Hanley have any policy with 

respect to the accumulation of large concentrations of any 
particular stock in margin account? 

A Don't have any policy, just watch it. 

MR. PERLIS: I have nothinn further. 

MR. STRUM: I have no questions, vour Honor. 
THE COUR'T': All right. Are there any other 
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questions, Mr. Gordon? 

MR. GORDON: Yes, your Honor. If your Honor 
please, I would like to call for a concession from the 
Commission that although these trades were broker, on 
March 4th that Mr. Rosenfeld was the first, virness called 
before the Securities & Exchange Commission, and that thac 
was held on March 5th. 

MR. DRAKE: Your Honor, l wouJn oo -- 
THE COURT: Well, those dates speak for themselvc 
YOu can tell me all that. 

MR. DRAKE: Your Honor, the man had beer, 
subpoenaed at least a week before that. 

THE COURT: All right. 

MR. GORDON: Subpoenaed, s.r? 

MR. DRAKE: Well, I think we can deal with it 
in argument, your Honor. 

THE COURT: Yes. 

Do you have any questions you want to ask 

Mr. Edwards? 

MR. GORDON: No, sir, no far: her uuosuons. 

THE COURT: Thank you, Mr. F-;wards. fou are 

excused. 

(Witness excused.) 

MR. DRAKE: Your Honor, sublrct to the call of 
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Mr. Boesky, the Commission at this time would like to offer 


3 

again — I know the Court has under consideration our 


4 

previous offer — again we would like to offer for the 


5 

Court's consideration the Commission's investigative 


6 

transcript of Mr. Rosenfeld — 


7 

THE COURT: Yes, I know. 


8 

MR. DRAKF:(COntinuinq) Mr. Lynn — 


9 

THE COURT: Why do we want depositions of 


10 

Rosenfeld? He testified here. Do you mean I have to read 



it all again? 


12 

MR. DRAKE: No, your Honor. For two reascns. 


• 

We think there are certain perhaps areas that he contradicts 


14 

himself in the sworn testimony. 


15 

THE COURT: Oh, you had a c v nee to cross-examine 


16 

him on that. I am not goinc to read all that stuff. You 


17 

have been asking him a lot of questions, and I'm not going 


18 

to — he was here on the stand and you had a chance to 


19 

cross-examine him, and if ho contradicted himself you had 


20 

a chance to bring it out. 


21 

MR. DRAKE: Your Honor, is it your position that 


22 

anyone that testifies we can't offer the investigative 


23 

transcripts? They are already on file with the Court. 


• 24 

THE COURT: I will tell you now I don't intend 


25 

to read them. I intend to rely on the record of this trial 
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certainly. 

MR. DRAKE: We would like to file them anyway, 
for whatever purpose they may — 

THE COURT: You can mark them for identification, 
if you want to. 

MR. DRAKE: All right. 

THE COURT: I'm going to decide this case on 
the basis of the testimony I heard, on anybody who testified, 
and not on all this stuff that you might have done down in 
Washington. 

(SEC Exhibits 23, 24, 25 and 26 were marked 
for identification.) 

MR. STRUM: Your Honor, may I lust note for 
the record my objection to the admission .into evidence of 
any of these investigative transcripts. 

THE COURT: All rich*-, it is noted. 

MR. GORDON: I join in that objection, your 

Honor. 

THE COU°T: You join. All riqht. 

Now, there were a couple of other problems. I 

» 

think the depositions of the fellows that took the Fifth 
Amendment. 

MR. DRAKE: Yes, your Honor. 

MR. STRUM: Mr. Rauch and Mr. McMahon. 
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THE COURT: I haven't had a chance to read 
these briefs, but I will, and let's take that up when we 
take up the Boesky matter. I think wh*t. I'm going to have 
to do on this, I am starting a criminal case on Monday and 
as soon as I get some time, I would just like to finish 
this thing up. it won't be very long now, will it? You 
have Boesky, and how long have we? 

MR. PERLIS: I would suspect 15 minutes, your 1 

Honor. 

THE COURT: Then how about you? Have you got 
anything more? 

MR. GORDON: No, sir. 

THE COURT: And you haven't got much? 

MR. STRUM: No. I think my case will take under 
a half hour, your Honor. 

THE COURT: Well, what I think I would like to 
do, how much notice do you fellows need? Do you have to 
come up from Washington? 

MR. DRAKE: Yes, sir. We plan to go back home 
this weekend. We will be available when the Court wants us. 

j 

THE COURT: What I would like to do, I will 
finish this up some afternoon around 4:00 o'clock. If I 
let you know a day ahead, could you do that? 

MR. DRAKE: Yes, your Honor, I think so. 
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MR. GORDON: Your Honor, I have one scheduling 
conflict. I'm supposed to start a jury trial on Monday in 
another court. 

THE COURT: Is that in the state court? 

MR. GORDON: Yes, sir. And I would expect t.c 
be tied up if I have to start that trial for a couple of 
days anyway. 

THE COURT: Well, I will be tied up for a 

I 

couple of days, I can tell you that. 1 know this case on 
Monday's going to trial, and because it is a second trial 
some other judge had it. Would it help you gentlemen if we 
did this: supposing we fix the date now of 4:00 o'clock 
next Thursday, the 27th? You will be through your trial, 
won't you? 

MR. GORDON: Your Honor, i got a notice today 
from Judge Tyler, I don't think that the appearance will 
take too long next Thursday, but it is at 4:00 o'clock. 

THE COURT: What is that, one of these 
conferences with Judge Tyler? 

MR. GORDON: Yes, the old cases. 

THE COURT: I will have a word with Judge Tyler 
if you want/ and I think I could get that cleaned off for 
you. I'm not sure I can do it, but what I would like to do 
is to fix a date, and if you don't hear anything from me, 
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you will know we are going on. That would help you fellows, 
which is what I'm trying to do. 

Is that all right, gentlemen? 

MR. STRUM: That's perfectly all right with us, 



your Honor. 

MR. DRAKE: Your Honor, at this time would you 

like to receive the consents of Mr. McMahon and Mr. — 

THE COURT: What I want you to do on that, they 

have consented, are those orders you have get there? 

MR. DRAKE: Yes, your Honor. 

THE COURT: And they have got the consents of 

the lawyers? 

MR. DRAKE: Mr. Berger notarized Mr. McMahon's 
signature on that one, your Honor. 

THE COURT: Well, why don't you hand those up 
and if I am satisfied with them I will just sign them and 
file them and that's the end of that. There is no 
objection to that, is there? I take it not. I will take 
a look at them, if they are all right I will file them. 

All right, thank you. 

(Time noted: 4:35 p.m.) 
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WITNESS INDEX 
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Name 

Direct 

Cross 

Redirect 

Recross 



3 

Frank Bloom 








(Resumed) 

96 

142 

170 




4 

George Neuwirth 

175 

306 

316 




5 

Roy Alpert 

318 

337 

344 




6 

James J. McMahon 

354 





7 

Marvin Rauch 

360 






8 

Randy B. Gromet 

363 

396 

426 




9 







10 

Arthur Lee 

429 

436 





11 

David Scott Foster 

, Jr. 448 

458 





12 

David Shukovsky 

467 

480 




• 

13 

Robert Barbanell 

490 

506 





14 

John A. Friedman 

521 

547 

568 




15 

Martin Rosenfeld 

580 

696 

724 




16 

David Lynn 

729 

758 

761 




17 

Louis Maione 

762 

771 





18 

Raleigh Gilbert 

774 






19 

Bert G. Edwards 

784 

800 





20 
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21 








22 








23 








24 
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25 
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Defendant in 


Geon Identification Evidence 
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Defendant 
Edward i. Hanley 

A 638 .698 


B, 

698 
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698 
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698 
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707 

708 
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717 
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720 

721 

I 

720 

721 
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792 
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796 
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798 
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rw 

i 

8 

9 


b 12 

mp 

(In open court.) 

THE COL'ET: I appreciate your coming ir. early 
today, gentlemen. These two criminal cases that ! hc-.d 
seemed to go faster than I hac! ; >ny reason to anticipate, sc 


I am glad to get moving on th. s <• ; c. 

Nov;, as I recall it, t-he Ccmmissj or. » .<d nir« .♦ h •- 
witness they wanted to call; is that correct. 


MR. TIMMENY: Thai, is correct., year Honor. 


10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


MR. PERL IS: That is c< .'Tec;:, your lent 
THE COURT: All right. t'e. 1 , we will start 

with that and we will proceed from there. 

MP. PERI. IS r Your Honor, prior to ^ailing the 
Commission's final witness, T would like to advise the 
Court of an additional stipulation agreed tc by counsel 
for Edwards (• Har.ley and the Commission. "hat stipule 

tion is to the effect that or. November 9, If-?"'', ar. 
extension of time for payment of shares purchased .n •ho 
margin account of Louis Maione on Never, e- . , \0~> * 

requested, and that the reasons given on the request 
as submitted by Edwaidr f. Harley was the inability tc- 
contact Mr. Maione, or, the customer. 

THE COURT: All right. 

MR. GORDON: So stipulated. 

THE COURT: You so stipulate. 
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KR. GORDON; Yet, sir. 

THE COURT: i'll right. Thank you. 

MR. PFRLIS: At this time;, your Honor, the 
corcrnir.sior. wo ul d cal’ t'i . lv«»n Poo sky. 

: v A M D O E i Y V, called as a witness on behalf 
of the plaintiff, beinc first d ui > gv\ ra .;>> 
the Clerk ■ the- Court, t estified a:» follows: 
THE COURT: Prcceod. 

DIRECT EXAMINATION 
P.Y MR. PEPIdH: 

g Sir, would you please state your full name? 

A Ivan Roesky. 

0 Where are you employed, r-r. I’oesky? 

A The firr of Edwards \ Hji. oy. 

Q In vhat capacity? 

A As, ray present, capacity is the* t t manager of 
the Arbitrage Department. 

0 Was that also your capacity dm ire the t oviod 
October 1, 19^3, until February 22, 1S7J? 

A No. 

Q During that time what was your function with 

Edwards & Hanley? 

A I was a general partner of the s:imo firm. 

Q What were your duties as general partner at 
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that time? 

A The £nt^e nr my prorent duties as manager of the 

?rbitrace Department. 

THE cm AT: in other words, you were ir. eh*me 
ay a cneral partner, y i..n. v.ovs Lit charge of the hrfcthro.ee 
1opartment, were y■ 

'Mt v.’I’ 1 ’.-KSh : Vc r , That is correct . 

THF CCUS'i A-! i t. ir,ht . 

kj How Iona r vo ye a 1 err v«. '.1 i <. wards & Pauley? 

A Three years, : < t proxinateiy. 

y During this rime when you managed the Arbitrage 

Department, or were general partner in. charge of the 
Arbit.r&ce Department, did yc - a a handle customer accounts 
a s we 11 ? 


16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


A Only a few wry select accounts who were active 

ir. the area in which i was involve^. 

Tl'F COUP’": Whet .ne;i was that ? 

THE WITNESS: Arlitraue. 

THE COURT. So you won id select the accounts ot 
customers who were interested in arbitrage? 

THE WITHES?: Yes, sir, that is correct. 

BY Mr. PEP!.IS: 

Q Now, sir, during the latei part of 1973 did 
there come a time when you bee j me interested in the 


SOUTHERN DISTRICT COURT REPORTERS. U.S COURTHOUSE 
FOLEY SQUARE. NEW YORK, N.Y. CO 7-ASSO 



8 1 D 

mp Roesky-dircot 

securities of Geon Industries as a possible arbitrage 
situation? 

A That's cor: o- t.. 

Q When was id t? 

A I think .it v if aj.'proxiinatoiy the month of 

Pecerrti.or. 

<.j Was it the early pari, latter part? 

\ I honestly don't, rernemb. but. 1 think it was, 

I would s ay mid-December, in the t. r:eu. Fail/ to rcid- 
December. 

0 War there a -- 

THE O ii’.-V' : How does: one yet interested in 
arbitrate? Why die' you become interested in Geon from the 
point of view of arbitrage? 

Till! WITNESf: Well, because I recalled having 
react on the news service, 'tie Dew Jones daws Service and 
subsequently in the Wall Street Journal, the planned 
acquisition, and whenever I see such an announcement I 
turn my attention tower.' -1 it. because that is the nature of 
the activity in which I amengaged. 

THE COURT: Vuu mean this is sort of trading on 
the possibility, is that. what, it really is? 

Till’ WIT NIT h.; That is probably one of the best 
summaries that I have heard of what really arbitrage is. 
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l*c er.k v’- d ii ect 


c.Cr.’S r '- It is just purely coincidental. 

„ p ... . • > i' i' .■ 11 v v hen esked my explanations 

li.u n l i * * 


e lengthy ar.d no r n< 


.dm stands 


T „ : , ;*i, , u that's all right with you 


that’s all right v.ith 


T. T T r t ! ’ * 

l '..r * 


S’lIK cot RT: 


'Pp, ; v *. correct, sir. 


;■ 1 j r o ht. 


Bi’ MK. i 1 like IS: 


fit the time y-i. bocamc interested in Geon 


Industries as a rossi- 


j_, j ; t c! sitoat ion were you 


aware as to any 


ricovmuil- tic-p 


{ ,i the stock of Geon 

of edwards & Hanley? 


. , o , , » "e or uewaras & • 

Indus* rirs at the ho* art 1 

. . . r , the question, please, sir? 

fi Woi.J <1 . n < ■ ' ■ t- 1 


I air. so: tj , i 


•-tl L'liRI.U hot i>. i ephrase it. 

won- you tv tit cot Min registered repr tenta¬ 
tive, or one particular tenietoreo representative at 

.. v 1 ,, U! M.lPtod a large block of Geon 

Edwards f. Hanley t.a.i ! * >• u 

shares for his «r or ve his rastoner accounts? ; 

A A*. what point.-' 

rt the pcirt he Vc.-v.ir-o interested in Geon as 
an arbitrage situation. 

No . At the joint that J became interested was 
when I read the release, at that point 1 did not, you knew, 
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have such knowledge. 

Q Did there come a time when you did become aware 

of it? 

A Yes. 

Q When was that? 

A That was subsequent, at some time daring the 

month of December, subsequent to such announcement when 

I learned of it through a floor broker on the American 
Stock Exchange. 

THE COURT: Do you remember who that broker was? 
THE WITNESS: He was our partner on the floor of 
the American Stock Exchange, Mr. Shields. 

THE COURT: Mr. Shields told you that? 

TIIE WITNESS: Mr. Shields. 

Q When did you first commence your purchasing 


of securities of Geon Industries? 

A It seems to me that went into the third, or 

probably the fourth, week of the month, the latter part of 
the month of December. 

Q Prior to your purchasing of Geon Industries 

t 

securities had you attempted at all to do any research 
into the type of company Geon was, or to the prospects of 

I 

the acquisition by Burma H? 

A Yes. 
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Q What steps did you take to do this research? 

A The normal. 

THE COURT: Well, I don't know what "normal" 
is, so you can tell me. 

THE WITNESS: Well, as a securities analyst, 
which is my primary function, one looks at annual reports 
and lOK's and 8K's and things of that ki..J to familiarize 
themselves -- 

THE COURT: You have a file on the company, I 
take it, that has these things? 

THE WITNESS: You accumulate one. 

THE COURT: Yes. 

THE WITNESS: Not having had any contact with 
it prior you begin to amass the data that is available. 

BY MR. PERLIS: 

0 Did you contact the Edvards & Hanley Research 

Department as well to see what they had on the stock? 

A I think that would probably be part of my 

normal procedure. 

THE COURT: You don't recall whether in this 
instance you did? 

THE WITNESS: Ho, sir. 

Q Did you contact Mr. Rauch? 

MR. GORDON: Your Honor, I object to that. 
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Does he mean did he contact him for the purpose of gaining 
information, or does -- 

THE COURT: Well, I will let him answer. 

When you became interested in Geon because 
of the arbitrage possibilities and you told us you 
collected data here about Geon, do you remember if you 
talked to Mr. Rauch at that time? 

THE WITNESS: Sir, I spoke to Mr. Rauch, but 
I don't know at what time that was. 

THE COURT: Well, was it about Geon? 

THE WITNESS: It was about Geun and it was about 
the time that I learned from our floor broker that -- 
THE COURT: There was an accumulation? 

THE WITNESS: (Continuing) There was an 

accumulation of stock. 

THE COURT: And you think that was some time in 

December? 

THE WITNESS: 1 think it was. 

THE COURT: But after you talked to Shields, 
the floor broker, and found there was an accumulation 
out there in Long Island, then you spoke to Rauch; is 
that right? 

THE WITNESS: Yes, sir. 

THE COURT: All right. 
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BY Mr. PERLIS: 


0 what was the substance of your conversation with 
Mr. Rauch? 

A Well, the purpose of my bringing my interest 

to his attention was that in our activities, arbitrageurs, 
we would be normally buy mg stock. And typically customers, 
people who are simply in/estors, would be selling stock. 

So that a very normal kind of relationship .s that if 
is for sale, if one is interested in buying it, that those 
two persons know of each ether sc that should they want to 
transact business they know where to find each other. 

That was the primary purpose of that. 

Q as also part of your research activities did 

you contact anyone at Geon Industries? 

A Yes. 

q With whom did you speak^ at Geon? 

A I think I recall having spokenwith Mr. Bloom, 

and I think I recall having spoken with a Mr. Neuwirth. 
q At the time did you know the positions each 

held with Geon? 


positions. 


I wasn't verycertain as to their relative 


THE COURT: As I understand it, there vjplp tv.c 


Neuwirths in Geon. There was an old gentleman. Was 
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this an old gentleman you spoke to? 

the WITNESS: I honestly don’t remember which 

one I spoke to. He didn't sound old. 

THE COURT: All right. 

q po you recall whether the first nano was either 

George or Peter? 

A Yes, I think it wos either George or -ete_. 

I honestly don't recall which one it v-us. - Li 
George or Peter, yes. 

THE COURT: I am sure it was either George or 
Peter, but did he sound like an old man to yon? 

THE WITNESS: Not to me. 

THE COURT: All right. 

THE WITNESS: Somebody said I sounded 'ike an 

old man on the phone. 

THE COURT: A]1 right. 

BY MR. PERLIS: 

0 prior to February 22, 192". *> >’° u recail 

approximately how many Geon shares you had accumulated 
not only for the Edwards «, Hanley arbitrage account, but 
also for those few accounts that you managed as well? 

A Prior to what time was that? 

q February 22, 1974. 

A well, as the Court so properly pointed out, 


X 
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i 

Arbitrage activity is a trading activity. So that there 

was no one accumulation. 

THE COURT: In other words, you would be buying 

and selling all the time.'' 

THE WITNESS: Yes, that's correct. 

THE COURT: So I think the question is whether 
if you can recall during this period between December and 
February 22, do you remember what the largest amount of 
Geon you might have had in the arbitrage account was? 

THE WITNESS: Yes, I thinkso. I think 1^,000 

shares comes to mind. 

THE COURT: 15,000 shares. 

Q Did you ever speak to Mr. Rosenfeld during this 

period from late December, 1973, to February of 1974 with 
respect to whether or not the arbitrage department was in 
fact pirchasing Geon Industries securities? 

A I am sorry, to February or through February? 

THE COURT: What he is asking you is, during 
thisperiod did you speak to Mr. Rosenfeld - as I recall, 
he was the manager of this branch 

THE WITNESS: Yes, I did. 

Q — and did you tell him about your interest 

in trading in Geon stock? 

THE WITNESS: I think I did. 
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THE COURT: You think you did. All right. 

Q Do you recall any conversation where Mr. 
Rosenfeld asked if the arbitrage department was purchasing 
Geon and you rightly told him that it was perhaps none of 
his business? 

A It wouldn't surprise me. 

THE COURT: You might have told him that? 

THE WITNESS: Yes. 

THE COURT: Let me ask, when you talked, what 
did you and Rauch talk about when you talked about Geon 
Industries? Do you remember? 

THE WITNESS: Yes,I think so. When we talked 
about Geon we talked about the. fact that I am a buyer of 
the security, and should he want to sell the security I 
would appreciate him advising me of that interest so that 
perhaps we could do a cross-transaction which would he 
basically one firm represented on the buy and sell side 
of the security. 

Q Did you and Mr. Rauch discuss at all what if 

any Contacts Mr. Rauch might have had at Geon Industries? 

A No. 

Q Did you and Mr. Rauch discuss at all what if 

any prospects or what prospects there were for the 
^consummation of the Burma acquisition? 
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A No. 

THEOOURT: I think what he is really asking you, 

if we go back to my definition of trading on possibilities 
in the arbitrage department, did you discuss with Rauch 
what he thought the possibilities were? 

THE WITNESS: No, I — no. I mean, not 

really. 

THE COURT: Well, not really -- 
THE WITNESS: I will define that. I am sure 
that in conversation he probably said, do you think the 
merger will go through, and I said, I hope so, or, I think 

so. 

THE COURT: Well, I am not asking you that. 

Did he tell you such things as, "I had dinner with the old 
man, or lunch with the old man, and the merger is going 
through"? 

THE WITNESS: Oh, no. 

THE COURT: He never told you anything like that 
THE WITNESS: Oh, no. 

THE COURT: All right. 

BY MR.PERLIS: 

Q Mr. Boesky, at any time during this period from 
the end of December to February 22, 1974,have you ever 
spoken or met with a gentleman named Barbanoll? 
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I have spoken with a gentleman by the name of 


Barbanell. 


Q Do you know who Mr. Barbanell is? 

A Yes, I do. 

q Who is he? 

A He is associated with the firm of ^oeb 

Rhoades. He is an investment, banker. 

q Do you also know whether or not he was at 

that time a director of Geon? 

A I believe he was. 

q On how many occasions did you speak with Mr. 


Barbanell? 


Once or twice. 


Q Do you recall when the first time was? 

A Probably when I was familiarizing myself with 

the company, so that would have been, just guessing now, 

I don't know, December, January. 

q What was the substance of that conversation, ir 


you recall? 


A Primarily the understanding of what Geon is. 

Remembering that I had no prior knowledge of what Geon was 
before the announcement, that I learned about the company's 
intended plans of a merger. So that I really wanted to 
understand the company more. 
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C: V 


Q Did there come a time when you spoke to Wir. 

Barbanell again in and about the week of February 


1974? 


THE COURT: I didn't get that. What date.-’ 

MR. PERLIS: February 11, your Honor. 

A As I mentioned, I spoke with him once cr rv. e 

and I don't really recall the time frames around those 
Did you ever have a conversation with ”r. 
Barbanell wherein Mr. Barbanell informed you of the d.t- 
or existence of a Geon board meeting in February, 

February 21, 1974? 

A NlC to my recollection. 

q You indicated that your first converse I i-r »• 

Mr. Barbanell was generally to familiarize yourself vitl 
Geon, that you had not had much knowledge about what tvve 
of company Geon was; is that correct/ 

A I think that's correct. 

q What was the substance of your second conver¬ 

sation, if you can — 

A More of the same. 

q Did you become aware from any source, Mr. 

Boesky, that there was to be a Geon board of dire- * • .r 

meeting on February 21, 1974? 

A No, I don't remember that. 
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THE COURT: You don't remember? 

THE WITNESS: No, sir. 

THE COURT: You might have orjou might not, yo 
just don't remember now. 

THE WITNFSS: 1 don't remember knowing that 
there was a meeting at that time. 

Q At the time that you started purchasing 

securities of Geon Industries, toward the end of December 
of 1973, were you aware as to whether or not Mr. Rauch nr. 
certain other reoistered representatives ac the Hewlet t 
office were still soliciting their customers to purchase 
Geon Industries? 

A No. 

Q Did you ever ask Mr. Rauch? 

A No. 

Q I would like you to recall for a moment t.ho 

morning of February 22, 1974. 

A Yes. 

Q Do you recall at what time you arrived at jour 

office that morning? 

A Usually about seven in the morning. 

THE COURT: Do j ;? I didn't know you fellow 
got to the office at seven in the morning. 

THE WITNESS: Most don't. 
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THE COURT: West don't. All right. 

THE WITNESS: For me that's usual. 

!:c«d you planned on purehaning odditiona <»eori 


5 

6 

7 

8 

9 

10 
11 
12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


securities on that date? 

V.k. vORDCN: Yoi l Honor, 1 object to that. 

THE cotPT: I tl ink J will sustain the objection 

to the form of th&t question. 

You tel. us you arrived at 7.00 a.r. or. the 
morning of February 22, and without going into aii the 
tilings that happened, tell us all thethincia you 1 that 

happened that clay regarding Geor. 

TliF. WITNESS: Well, I recall that, when ‘•he 
opening of the market came, tins w. ~ , v omd 10 o'oloci'., 
that the shares of Goon were he'd up for trading. 

THE COUPT: At that time do you recall whether 
you heid any orders in to buy or sell Oeon? 

THE WITNESS: 1 think 1 had orders in to buy 

Coon. 

THE COURT: You think you had orders in co buy? 
THE WITNESS: Yes, sir. 

THE COURT: Ho you recall how many shares you 

had orders in to buy, approximately? 

THE WITNESS: Well, T. don't know exactly what 
was on the order ticket, but I think that probably my 
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interest was in the area of 10,000 sharer r some tv in? 

]ik rt that. 

THE COURT; 10,000 shares? 

'> THE WITNESS: I think so. 

THE COURT: All right. 

BY MR. PERLIS: 

(} Would you continue, please? 

A With what? 

q The events of February 27 as regarded 'eon. 

THE COURT: Yes, you got to where the 
was delayed on Oeon. 

A oh, yes. Well, trading was delayed, and of 
course that prompts the question as to wl y is that? 

I 

And so I remember asking my floor broker to — 

THE COURT: Is this Mr. Shields? 

THE WITNESS: No, sir. I never use the -- I 
shouldn't say "never," rarely use the services of the 
Edwards & Hanley floor brokers. I use the services of c..i 
independent, what is known as a $2 floor broker. 

THE COURT: Do you want to keep the possibilities 
to yourself,is that -- 

THE WITNESS: Well, primarily it's not the best 
use of his time, because he is servicing otr retail and 
THE COURT: All right. Then you called this 
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• 

2 

two-buck broker. What was his nama? 


3 

THE WITNESS: Mr. Robert Roberto. 


4 

THE COURT: All right, Robert Roberto. 


5 

THE WITNESS: And T talked with him and asked him 


6 1 

if he would go out there on the floor of the American 


7 

Stock Exchange and find out why they are holding up 


8 

trading. And he returned to the phone and said, "‘dell, 

•) 

9 

there seems to be a preponderance of orders. Whenever 

• 

10 

there’s an imbalance that’s -- 


11 

THE COURT: What is a preponderance of orders? 


12 

THE WITNESS: Weil, that means, another definition 

• 

13 

an imbalance, being an auction market where there are 


14 

excessive amounts of buy orders and not enough people to 


15 

sell it to, or the opposite, they can’t open the stock 


16 

because they can’t pair off the demand. 


17 

THE COURT: WeU, did he tell you what this 


18 

imbalance was? 


19 

THE WITNESS: At first he did not, and then lie 


20 

did. And that information came to me as an imbalance of 


21 

sell orders. 


22 

THE COURT: And that meant to you more to sell 


23 

than buy and they couldn't cover? 

• 

24 

THE WITNESS: Yes, sir. So that war.very 

25 

strange. 
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• 

‘i’in' court; KV>,t <jjc? he tell you? 


3 

'iHl WITNESS: By that time I think there had leer. 


4 

some discussion by the American Stock Exchange with the 


5 

company, and I yuoss in their ‘judyr.ent thtv felt there 


6 1 

was no material -- 


7 

THE COURT: I'on ' t q up f F . 


8 

THE WITNESS: Well, that’s what. T was told. 


9 

1 

THE COURT: You were told that.'.* 


10 

THE WITNESS: Yen. 

i 

1 

11 

THE COURT: All right. You vo>e to 1 cl by this 


12 

fellow Roberto that as far as he knew there were no now 


• 

developments. And what die -- 


14 

THE WITNESS: As far as he knew, and the reason 


15 

that, he 1 elieveu that was that t f pis 1 est. know loom: the 


16 

American Stock Exchange had made inquirv to that, and hac- 


17 

so concluded. 


18 

THE COURT: All right. 


19 

YHI-: WITNESS: And then. it. war subsequent tc that , 


20 

not too long after, that I believe they resumed — I 


21 

shouldn’t say resumed -- they commenced trading in the 


22 

securities of Ceon Industries. 


23 

THE COURT: AH right. 

f 

4 

i 

r 

• 

BY MR. PERL1S: 


25 

<■) Did there come a time tnat yc u oceanic aware 
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that there was a certain sel'. mcy •( ivit; going or. in Coon 
from the Hewlett of lice cf Edwards i, Hartleyi 

■'hero came that t 'nl c :*ty cftci trading 

oojTjrcnccd. 

c What did yon d> v her you 1\ umi that cut? 

A T cot on the phone alter ’Co .. in j it, u. !i r >: 

the branch wherel believed the steel wo-a; d h?vo been coining 


: row. 


THE COURT. What branch was that? 


THE WITNESS: Which vac- the err c Ifo** ; ott branch. 


THE COURT: Hewlett? 


THE WITNESS: Yes, sir. 


B\ MR. FEPliIS: 

0 bia you speak to Mr. Rauch? 

A I did. 

U Did you aim.vnisi Mr. Rauch as to -- 

THE COURT: Let's find out what he said to 
Rauch. I will figure out whether he was admonished or not. 
What did you say to Mr. Rauch? 

THE WITNESS: Well, I said, Mr. Rauch, you 
said in our prior conversation that if you had stocktbr 
sale you would tell me so that we could do a cross-trans¬ 
action, and I told you that if you did know of that to please 
call me, and you said you would. Yet I see stock being 


sold on the. American Stock Exchange tloer. Is it yours? 
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lie an id, yen , it iv . I sa i 6, "Uf» l !, i f it j s 
years, why didn't you tell :r.t» “hat?" 


He !niu, ’ Ko l J , j » uvt. : tjir sir i j jr.'uri-." 


A 1*1 U. 1 . J i.i 1 C . 


;ocon * * «r.aiter, t!v. t wa?; r.oi 


cur agreement. Our <.<■-i eemenu was that if you r..»a bfoctc 
sell you wo i \ a <\ n : i wo, md v- o didn't ir.." 

So I was nii jt y . 

THE Crri hi: l v/' ’ . 

0 Would you call his eendurt Jc ssioi c. ] ? 

THE COURT: I den * t tare v Uutroi wot. id i'Mll 

his conduct unprofessional. iol vrre mad. You un’ut h Lit 


hell. 


manner. 


THE WITNESS: Well, I did it in a business.' i ke 


THE COURT: Well, all right. Businesslike 
manner cf saying he was unbusinesslike? 

THE WITNESS: Something like that. 

THE COURT: Something like that.. All right. 


20 | BY MR. PERLIS 


Did you also speak iv Ur. Rosen fold shortly 


therea f tor? 


Yes, I did. 


What was the substar.ee cf that conversation? 
Mr. Rosenfeld 1 eerned of my Imry angered. 
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and as the manager of that office — 

THE COURT: Did he call you, or — 

THE WITNESS: Yes, sir. 

THE COURT: He called you after you talked to 

Rauch? 

THE WITNESS: He did. 

THE COURT: So he called you and — 

THE WITNESS: He called me with a tone of 
apology, I am sorry it happened, you're right, and that 
sort of thing. 

BY MR. PERLIS: 

Q Did there come a time when Mr. Rauch sold to the 

Edwards & Hanley, or crossed with the Edwards & Hanley 
Arbitrage Department 5000 shares of Gec>n on February 22? 

A 4000 shares of Geon on February 22. 

0 Would you explain that transaction, please? 

A Yes. After having had the prior conversation 

Mr. Rauch called me, oh, within a few moments, to say, 

"Well, I think I have some more stock for sale." Ard 1 
said, "Good, I'd like to buy it." 

He said, "Good. What do you want to pay for it?" 
And I said, "I will pay you, I think" — 1 have 
forgotten the number — I said, "What do you want to sell 
it for? I think at that time he said, "14 or 14-1/4." 
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I said, "No dice. T will pay you 13*-3/4 for your stock. 

How much do you have for sale?" "1 have 3000 for 
3 iaio, "Great, we car. do a transaction." 

Did you in any way attempt to pressure Mi . 

F.auoh into selling his stock i is Goon stock? 

A Well, 1 just recited r>»y conver-ai ir n. You can 
interpret that any way you want to, but he called nte of; ■•'ir* 
ire the stock. 

Q When you stock to Mr. ikccr^t:. 1 .? : fvor first speak¬ 

ing with Mr. Rauch, did Mr. Rcsenfetd indicate tv y.'U that, 
lie v s also selling Goon securities? 

A 1 had no knowledge of that. 

THE COURT: He didn’t say .:\*.y uni ng about it; 

THE WITNESS: No, sir. 

0 Do yo> rue;, • l whether "ou h, rf arc. other . cri¬ 
ver rations with Mr. Rauchcn Fcl ucj” ' , : n ”4? 

A Well, after ve, I think sc d.i' ether trans- 
a'.tions, of which I bought , inc i uentc t ■ , 4 000 shares, 
the reason for tnat ifr ui.eie were 1000 ri.s t. ;-. t wort 
bid for outside of me, and under the rates of tne Stock 
Exch<> -;ge that por.cor. has to part iciu.itc t ' ■•ct [ rice. 

THE COURT: When you • , ■ »rt t v.vj’-t 40f-0 shn?-.- , 

was t.rit for arbitrage customer:., nr •. : •; f or the Fr-arus 

•. f 

f, Har.lt'i arbitrage account, oi v .at was ■ fer? 
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THE WITNESS: I think it was Edwards & Hanley 
arbitrage account. 

THE COURT: It was. It wasn't bought for 
customers, you bought it -- 

THE WITNESS: No. Arbitrage customers, as I 
described to you earlier in our conversation, had pur¬ 
chased small quantities of Oeon. But I don't think they 
were part of that. 

i 

THE COURT: AIL right. 

BY MR. PERLIS: 

Q Did you ever spea* with Mr. Rauch on February 
22, 1974, subsequent, to this transaction involving the 
four or five thousand shares and inform him that there 
was something wrong wi + h (eon's figures, don't worry, but 
the deal will go forward at a lower price? 

A No. 

Q Did there come a time, either in December or 

January or February, that you informed Mr. Rosenfeld, 
or advised Mr. Rosenfeld, with regard to the suitability 
of Geon for retail customers? 

A Would you mind repeating the question, sir? 

Q Yes. 

Did there come a time, during the period of your 
interest in Geon, commencing in December of 1973, when 
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you spoke with Mr. Rosenthal regarding the sr.it.abil it.v 
of Ceon for retail customers? 


10 j| 


17 I! 


Q Did you ever have any conversation with Mr. 
Rosenthal to the effect that the last t.wc points j. >u 
arbitrage situation belonged to the Arbitrage Depe. tmen 
A 1 did not have such a conversation with !•!>. 


lie sent ha 1 


Did you ever have, one with Mr. Edwards? 


A That's an inaccurate description of <3 coi.vei 
sat.ion alonq those lines that 1 had with Mr. Edwards. 

Q What was that. converse tion, sir? 

A If you understand the purpose of the atbitraoei v 

he really offers his services to the general public wh¬ 
ere not willing, or able,to take risks for very small 
profit opportunities. The arbitrageur stands theie ready 
to take risks for small profit opportunities. That is 1 is 
function. And normally - - 

THE COURT: Small profit in short term. 

THE WITNESS: Short term. Sometimes short 

term. 

THE COURT: Hopefully. 

THE WITNESS: Hopefully. 

And normally it would not be prudent for a 
customer, or an individual whose business t’:is is ret 
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t'j incur such risks. icnmtljy Ll at customer would *« 
have the ea p it - 1 or the cm whntevri to sustain tha* 
kind if activity. 

5 c t hat it would j.p good business sen: * , and 
that's what I comirunicated to N't. Edwards, that. i.on,.iJ- 
speaking cui,toriier;. probably shouldn't try to yet the la.o. 
little b.iL ncrr.aJly speaking t.hat 1 r the function o f the 
arbitrageur, but. obviously that's in their ludurerl < 
that's not a judgment that we would make for ther . 

C Is this something that, you requested Mr. 
Edwards to convoy to either Mr. 11auch or Hr. Rosen fee; 

L \ ~ k at a ! 1. 

I hell'i’-t. you testified that on tJ'.e iiif . i u -. 
February i;/ that at about, tlie opening yn: had ordoi ;■> • 

buy about 1 0,000 shares of Cei.nl 

A Would you repeat that, please? 

TIIE COt-RT: He war.'rr tr kiit>w whether cm the 
mo i r.i r.q before Me nuvket o period did you h.ave buy ord." a 
for 10,00k shares of C-con? 

P> J think when I mentioned the number 10, COO 
sharer you asked me sort of what T might have had in .'ir.c! 
I don't think that the orders were sc> written. I don't 


recall how the orders were written. 

'u Well, let me ask you tl is: were the orde: r 
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• 

2 

that you had in on February 22, 1974, prior to tie cpe>,rr i 


3 

of the market substantially larger in numbers thar ^ ov 


4 

1 j 

had for example that prior week? 


5 

A I don’t remember. May I just -- I just 





6 

don't remember. 


7 

I % 

THE COURT: 1 had the impression that you *.c ' d 


8 

• 1 

us a while ago that at the opening on that day you did 

j 


9 

1 

have orders to buy some 10,000 shares. Am I wronn :r th ■ 


10 

• 

THE WITNESS : 1 had orders down, :.i r , <-,.d f 


11 

think that my desire was to buy that -- 


12 

THE COURT: Whmt do you mean by "orders aov.. " 

• 

13 

' 

Did you have orders or didn't von? 


14 

THE WITNESS: Yes, I had orders. 


15 

THE COURT: All right.. 


16 

THE WITNESS: I had orders, but T just wr.nlo* -,r. 


17 

clarify what is meant by having an ordei. 


18 

THE COURT: All right. 


19 

THE WITNESS: That is, that you may have *>i: 


20 

order that you have given the person to buy a particular 


21 

amount, that would be the orders. but you may' have in 


22 

your mind the full preparedness to buy substantially' more 


23 

than that as the moments develop. 

• 

24 

THE COURT: Well, out of the 10,000 shares how 


25 

much was in your mind and how much did you have orders 
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for? 

THE WITNESS: I don't remember. 

THE COURT: Well, could you make an 
T1IE WITNESS: Probably most, of it. 

don't 

THE COURT: Most of itjouhad orders for 7 
THE WITNESS: I would guess so. 

THE COURT: A small part was in your mind? 

THE WITNESS: I would think so. 

THE COURT: All right. 

MR. PERLIS: I have nothing further, youi Honor. 
THE COURT: All right. 

MR. GORDON: I have no questions, your Honor. 

THE COURT: No questions. Ml right.. 

Have you any questions, Mr. Strum? 

MR. STRUM: I have no questions, your Honor. 

THE COURT: All right. Are them any other- 
questions anybody? 

All right, thank you, Mr. Poesky. 

(Witness excused.) 

THE COURT: Does the SEClp\e any other witnesses? 
MR. PERI.IS: No, your Honor. 

THE COURT: Are you resting? 

MR. PERLIS: Your Honor, prior to resting we 


estimate? 
I lust 
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voulrl tendo - ' ti* 11 '•? (’cu t -i .'lf < » • r.t • : <pti oj f >1 Pages 
Relied Or. Tn Investigative Transcripts- of Certain 
Witnessos. 

Wo will call, to the o-urt'r. retortion these 
particular pages die- tii*' transcripts of cm t«in parties 
ano witnesses in t i.ese proceed ir..;. or whi*. h the roir.riBs.vn 
relies .tnd would the (Vn.t t to in >. 

’•'iir. v'CITv’j ; !.-• , w 'V; •• i ti'..ns; tl. y» u have 

in mind? 


Mr-:. Pi'P.l .tS: Mr, iV'.’hor., Mi. hatch, I*». 

Neuw.irth, Mr. Bloom and Mr. friedman. 

illl’ (‘OUST: ; thii.k you .;ort .• or.or. L ri«;l •*#.* tl <• 

question ct the deposit i or. ; ,v. poor-' c v.ho c i ri not ‘estif’ 
at Ire trial. And I think • r • ? Bed the*, •""*» 

opposed my leceivir.g those ti >.ns. r in s, Mr. c trum. 

MP. STRUM; ?e.-, 1 c'o, you; Honor. 

THE COURT: I have conMor.rod your memorarul.i on 
that, and as T understand i* , when these men gave their 
statements to the SEC there was no rr-Rs-exami nation. 

Am I right in that? 

MR. PERLIS: That is correct, your Honor. 

THE COURT: Secondly, so far as Paurh and McMahon 
who is the other one? 

MF.. PEPLTB: The two relating to the rremcrandun, 
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your Honor, are solely Mr.Rauch and Mr. McMahon. 

THE COURT: The;* loth appeared on this witness 
stand and both took the Fifth Amendment; is that correct? 

MR. PERLIS: That is also correct, your Honor. 

THE COURT: I also mentioned earlier, qentltm.ua, 
as I see this case it seems to me what we are dcinu hero 
at this preliminary hearing, or preliminary injunction, 
is really pretty much the entire case. I don't know what 
more we have to bring in after we have been axl through it, 
and I think for those reasons I am not goina to take, or, 

receive those statements. 

I think I have heard a great deal here and i 
think I can decide it on the Lm. is of what I have heard, 
and I don't know where 'l could draw iny inferences Tran 
something one of these people who took the Fifth night 
have said to the SEC, and in doing this I might be quitm 
unfair to somebody who didn’t have an opportunity to cross- 
examine him. 

So I don't think I will receive them. 

MR. STRUM; Air. I correct, your Honor, I thir.k 
I understood at the last session that you already did 
rule that with the people who did testify — 

THE COURT: That's right, that's another thing. 

MR. STRUM: You were rejecting their transcript. 
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THECDURT: People who testified, there is no 

need for it because there was an opportunity for cross- 
examination here and I don't have to read all the same 
thing I have heard in the courtroom. Thatfs right. 

All right. Well, now, as I recall it, 

Mr. Cordon, you had rested, didn't you? 

MR. GORDON: Yes, your Honor. 

THE COURT: Now it is up to Mr. Strum. 

MR. STRUM: I have one witness, your Honor. 
Mr. Lewis Korman. 

THE COURT: All right. 
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LEWIS K 0 R M A N, colled as a witness on 

behalf of the defendants, beinq first duly 
sworn, testified as follows: 

DIRECT EXAMINATION 
BY MR. STRUM: 

0 Mr. Korman, by whom are you employed? 

A By the law firm of Kaye, Schoeler, Fieriran, 

Hays h Handler. 

Q In what capacity? 

A I am an associate with the firm. 

THE COURT: How lon<] did it take v.'u to lean. 

that name? 

THE WITNESS: A -/hi 1 e, your Honor. 

THE COURT: Quite a whii . All right. 

You have got it well. 

THE WITNESS: I practiced. 

THE COURT: All right. 

Q How long have you been employed by Rave, 

Schoeler, Mr. Korman? 

A Approximately five years. 

Q In which department do you work? 

A The Corporate Department. 

THE COURT: Does that mean you have got to 
provide all these registration statements, prospectusses 
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and things like that? 



THE WITNESS: That's right. And I reviewed the 
purchase agreement that was discussed in court several 
times. 


THE COURT: Reviewed the purchase agreement 
between Geon and Burma? 


THE WITNESS: Yes, sir. 

THE COURT: All the drafts? 

THE WITNESS: Yes, sir. 

THE COURT: All right. 

BY MR. STRUM: 

Q Therefore you have functioned from time to time, 
Mr. Korman, on matters involving Geon? 

A For approximately four years. 

Q There has been evidence at this hearing that 
on December 19, 1973, the Alperts purchased some Geon stock. 
My question is this, Mr. Korman: 

On December 18, 1973, the preceding day, did 
Geonissue a press release? 

A Yes, the company did. 

MR. STRUM: May I please have this marked for 
identification. 

(Defendant Geon Exhibit D marked for 
identification.) 
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BY MR. STRUM: 


Kormar-dirv-c t - 

r l 


C, Mr. Korman, I shc-w you what has been marked as 

exhibit Geor. D for identification, and I ask you, is il'.is 
a copy of the press release issued by Geon on December ib, 

1973 (handing)? 

A Yes, it is. 

THE COURT: How do you know? 

THE WITNESS: Well, I remember it being released, 
your Honor, and I remember what the substance of it -was. 

THE COURT: Who released it? 

THE WITNESS: We had called it on the telephone - 
my recollection is either that Jack Friedman or Joe Connolly 
telephoned it to the Dow Jones. John Larkin, who is 
Mr. Connolly's son-in-law, then confirmed that it ran n 
the Dow Jones, and we had put a copy in the file and had 
indicated on the top that it was dictated to the Dow 
Jones, and Mr. Larkin confirmed that the release ran this 
way, and we put it in our files. 

THE COURT: Have you seen this? 

MR. TIMMENY: Yes, your Honor. We have no 

objection, your Honor. 

THE COURT: Are you offering this? 

MR. STRUM: Yes, I am going to offer it, your 


Honor. 

I 
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(Defendant Geon Exhibit D received in 


evidence.) 

BY MR. STRUM: 

0 Mr. Korean, did you attend the meeting of the 

board of directors of Geon held on February 21, 1974? 

A Yea, I did. 

Q Prior to that meeting did you have a discussion 

with any attorney representing Burma on the subject of a, 

press release? 

A Yes, I did. 

Q Would you tell me, please, with whom you had 

such a conversation and the substance of that conversation? 

A Several days prior to the board meeting I had 

a telephone conversation with Paul Ford, who is an 
associate at Simpson,Thacher, and I would characterize 
him as my contemporary, the person with whom I had vfdrked 
on the transaction during the preceding six to eight wpeks. 

THE COURT: Simpson, Thacher were the attorneys'^ 

for Borma; is that correct? 

THE WITNESS: Yes, they were, your ftonor. 

They still are. 

A (Continuing) I was probably almost calling him 

two or three times a week, or he was calling me. At that 
point in time we had the agreement printed, and it was 
finished in form that was satisfactory to my firm and to 

VOUTMCRK DISTRICT COURT RKRORTIR*. U.S. COURTMOUSt 
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Simpson, Thacher, and we were both prepared * the.! st 
to recommend to our respective client? that tl .< - . ; j rove 
it. 

I was also at that staqe receiving disc losure 
schedules from Geon which I was reviewing and keyrre in 
the various sections of tne agreement and forwarding 'hen 
to Mr. Ford for his review. 

At that point in time I had told him that wo 
had scheduled a Geon board meeting for Thursday, February 
21 to approve the agreement. 1 think I had told bin. that 
the day before. He had indicated to me that he would 
arrange at about that time, February 21, or a day after, 
to have the Burma board in Enolaad approve t! orcerv»t:‘ . 
If both those things happened, T wouM ornunue t > >' 

him schedules which he would review, and he hadn’t seoi 
before, and he was hopeful that he couLd finish the review 
by Monday or Tuesday of the following week, 'ir. which case 
the agreement might be signed late Tuesday or early Wed¬ 
nesday. 

During the course of this telephone conver¬ 
sation he had inquired of me as to whether we had any 
plans to put out a press release after Geon approved 
the agreement. I told him that we didn't, that I didn't, 

think it merited it since he hadn't reviewed the schedules 
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yot and that Burra had net. approved t u: agieemont < t 
and that we were planning to put out a release imuec •. 1 1 . 
following the execution of the a ; ri •■it ont. 

He stated to me that that ‘a vnat he thong a? 
our position would be, however, someone at Hm ■ , .i .. lad 
because they like to review all pres:: re] nan s bet ,i.- t hoy 
go cut, and he wanted to be positiv before he told i.LS 
client that we weren't going to be putting >ut a pr< 
release. 

After I got off trie telephone wi t.. i.nit, i * or. t 
to see Jack Friedman, who is the partner I worked wiia on 
Geon, I told him of my conversation. .'i r >: T i r . \ 

that what I had told Mr. Ford was vd at ve - > .1 

to the client, and we had a brief iscuu: a • * > ay ifh 

Mr. Bloom just telling him that w. a’t 'Junk a pr» . 
release should be issued after the hoard approves t. e agree¬ 
ment . 

THE COURT: You said it shouldn't be put out -- 
you just said, shouldn't put out a press release . fter the 
Geon board -- 

THE WITNESS: That's right,on February 21, 
that Thursday. 

Q Mr. Korman, there has been testimony at this 

hearing about a $314,000 error at the East Cbastwarehouse 
of Geon, which error was discovered on fehrm' 21. 
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Was that error discussed at the February .’1 
board meeting? 

A Frank Bloom mentioned it to me and Mr. Friedman 

prior to the meeting, and he repeated it at the formal, 
what I would call the formal commencement of the meeting. 

But he spent very little time on it because he said that 
after correcting for this error he was still $175,000 
ahead, approximately that was the number he used, ahead at 
the East Coast warehouse of what he needed from 1 ho ware¬ 
house to make the earnings requirement in the Burma 
contract, so that they couldn't walk away before the closing, 
and also ahead of w r hat he had anticipated. 

And that his major concern was the fact that the 
branches were coming up $850,000 short and any discussions 
of numbers centered on that and not the $514,000. 

Q Mr. Barbanell has testified that there was a 

discussion at the February 21, 1974, Geon board meeting 
to the effect that it was common knowledge in Wall Street 
that the board meeting was being held. Is that true? 

A There was no such discussion. 

Q After the trading was halted in Geon on Friday, 

February 22, Mr. Korman, did you have occasion to speak 
to Mr. Barbanell? 

A Yes. He was in contact with our office that day 
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several times, > couple of timer Icf ;* > 

and a couple of times after. And I spoke 
twice after the trading was halted. 

Q Directing your attention, Mr. K 
versdtion with Mr. harbanel1 -* 

THE COURT: Excuse me. Wait a 
You say after the trading was 
conversation with BarbanellV 


,»dinq v.ii haired 
Ci> hiir. orce oi 


orman, a eon- 

minuto. 

halted you had a 


THE WITNESS: Yes, I did. 

THE COURT: How come. 

THE WITNESS: Well, he called us v.her he found 



17 

18 

19 

20 
21 
22 
23 



24 


25 


out that the open was delayed. 

THE COURT: He called you? 

THE WITNESS: He called Mr. Fr i* dm an. «.’ 1 I 

was in Mr. Friedman's efface. L was i- th re t v o whole 

morning. I started out with, making a call ; i rai.ee on 
an unrelated matter for a different client. 

When he had called aftarthe trading had halted, 
either I picked up the phone — Mr. Friedman has two phones 
in his room — or we put hir.. cn che speaker phone, I 
don't remember which. And he wanted to know whether we 
knew that the trading was delayed. And we indicates, yes, 
and we just had a brief discussion at that point. 

He said he would be back later, you know, if 
anything unusual had happened -- 
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THE COURT: What was the biiet discussion/ 

THE WITNESS: Well, he asked us whether we knew 
the trading had halted. We said, yes. At that point in 
tine I believe I had already spoken to Frank 11 loom who had 
relayed his conversation with Randy Oromet to me, and 1 
relayed it back to Mr. Barbanell. And be also knew that 
t.he trading had halted and it had opened. It was delayed 
and it had opened. 

We had discussed the fact that it was delated 
and opened, and we generally discussed the fact that. it. 
appeared that everything was qoing smoothly. In ether 
words, it had been delayed, but it had opened, 1 think, 
only off a halfcr something like that on very henv} v< 1ume 
which meant that there was strong buy pressure beneath the 
sell pressure and that would indicate that there war; nothing , 
untoward happening. The night -- 

THE COURT: That is what you talked about with 

Mr. Barbanell? 

THE WITNESS: Yes. And the night before we 
had also discussed that the stock had closed at 12-7/8, 
the deal, I think, was at 16-1/2, and it struck Mr. Barbanell 
and everyone else that discussed that, it was Mr. Friedman 
and me, that that was sort of hiqh in an arbitrage position 
since we hadn't even announced an agreement being signed, 
and that there would probably be profit faking the next 
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day. 

Sc the discussion we had was, well, the profit- 
taking that we expected occurred, and nothing unusu.il 
seems to be happening. And that was basically the telephone 
call we had. 

When trading was -- he called us later before 
trading was halted to say that, "Boy, you know, I noticed 
that the price is going down rapidly on heavy volume. We 
said to him that we noticed that also, and we put. in a call 
to Bernie Maas at the American Stock Exchange to halt 
trading and we are expecting to receive word on it momentar¬ 
ily- 

So we said, "We don't want to tie up the tele¬ 
phone, we will hang up with you." When trading was halted, 
he then called us back to discuss what had happened on the 
telephone conversation with representatives of the American 
Stock Exchange. 

At that point in time I was the only one who 
was speaking to him and I had mentioned to him that we had 
received an unusual amount of telephone calls that morning 
after the trading was delayed from brokerage firms. Our 
firm, myself inparticular, Mr. Friedman and other partners 
during the course of the past several weeks had received 
calls, but maybe one or two a day. We had literally 


SOUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOUSE 
FOLEY SQUARE. NEW YORK. N.Y. CO 7-4SS0 







I 



1 

2 

3 

4 

5 


I 

i 








I! 


8 

9 

10 
11 
12 

13 i| 
(I 

I 

14 !! 

15 1 ! 
16 ! 

17 

18 



19 

20 
21 
22 
23 




mp Korman-direct 855 

received maybe 15 telephone calls that morning after the 
trading had opened, and I mentioned to him that I was really 
surprised about ir. 

He said to me, well, maybe some of then knew 
about the meetin*. I said, "What do you mean?" 

And he said, "Well, you know, I may have mentioned 
it to five or six people, T don't iemember the exact, you 
know, number." 

THE COURT: This is again Mr. Barbanell? 

THE WITNESS: Right. That the meeting was 
going to take place. I didn't say anything to him at that 
point. i was a little concerned that he, you know, told 
mo about it and 1 had gone to see Joe Connolly, who .is the 
senior partner in the firm on this matter and related it 
to him. Because we had no way to account for all the 
telephone calls we had received. 

This conversation was also, before I forget, 
he mentioned this also at a Sunday board meeting that we had 
on February 24. He repeated what he had told me. Because 
at that meeting people in the company had said that they 
were bombarded by calls that Friday morning. And Mr. 

Bloom related a story of his secretary literally being 
in tears because one of the people that tried to reach him 
was very abusive to her. 
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BY MR. STRUM: 

Q Mr. Korman, you attended a meeting Monday 

morning at the American Stock exchange on February 25, 
did you not? 

A Yes, I did. 

Q Did you tell the American Stock Exchange people 

the fact that Mr. Barbanell had told you on Friday that he 
had told five or six people about the impending board meet¬ 
ing? 

A Yes, I did. They had asked us, and I think 

it was Dave Shukovsky specifically, whether we knew whether 
anyone in Wall Street had known or the meeting, or anyone 
had told anyone else about the meeting. And I told Mr. 
Shukovsky that Mr. Barbanell infc t iod mo that he had told 
five or six brokerage — people at brokerage firms about it. 

THE COURT: Who is Shukovsky again? 

THE WITNESS: He is, I would call it, internal 
general counsel for the exchange. 

Q Subsequent to that meetinq at the American Stock 

Exchange, Mr. Korman, did you inform Mr. Barbanell that 
you ttiadtold the American Stock Exchange what he had said 
to you? 

A Yes, I did. Mr. Shukovsky had given us a list 

of the — a preliminary list of the people who had sold 
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stock on the morning of February and he had asked us 

whether we would undertake to question all of the directors 
as to whether they had any knowledge, or relationship with 
any of the sellers. 

We agreed to do that, and in furtherance of 
that I called Mr. Barbanell and I went over the list with 
him. After I did that he asked me to review what had 
transpired at the meeting with the American Stock Exchange, 
and during the course of my review I told him that the 
Exchange had asked the question concerning knowledge of 
the board meeting, and I told them that he had informed 
me he had told five or six people at brokerage firms 
about the meeting. 

Q What did Mr. Barbanell say to you? 

A He said, "Thanks for volunteerinn the informa¬ 

tion. " 

Q Now I would like to go back for a moment to 

Friday, February 22. 

Did you have occasion to speak to Mr. Bloom 
that morning? 

A Yes, I did. 

Q Did you have occasion to speak to Mr. Bloom 

after he had spoken to Mr. Gromet? 

A Yes, I did. I was in Mr. Friedman's office, 
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2 

the phone rang and his secretary announced it was Mr. Rloom 


3 

on the phone and Jack requested that I take the call. 


4 

I spoke to Mr. Bloom and he informed n.e that 


5 

he‘s just gotten off 

• 


6 

MR. TIMMENY: Objection, your Honor. I just 


7 

want to point out one thing. I asked Mr. Bloom on the 


8 

direct testimony about the substance of his conversation 


9 

with Mr. Korman. At that time Mr. Strum objected on the 


10 

basis of the attorney and client privilege. 


11 

Now, if he is going to go into the conversation 


12 

now, I think there is a little bit of inconsistency here. 

9 

13 

And I think unfairness, too, because Mr. Bloom is no longer 


14 

available. 


15 

THE COURT: What do you say to that, Mr. Strum? 


16 

MR. STRUM: I would be glad to addrosr myself to 


17 

that, your Honor. 


18 

When I made my objection, at that time it was 


19 

prior to the time Mr. Gromet testified. Mr. Gromet later 


20 

took the witness stand, made some statements which were 


21 

themselves contradicted by Mr. Foster, and now I think 


22 

since that is true with my present state of knowledge of 


23 

the record I think it should be discussed what Mr. -- 

9 

*34 

THE COURT: Well, I am going to sustain the 


25 

objection. I going to hold you to that. I will 



SOUTHERN OISTRICT COURT reroute**, u.*. courthouse 

FOLEY SQUARE. NEW YORK. N.Y. CO 7-ASSO 


fix ■ 




1 


mp 


Korma n-direct 


P 59 


• 

2 

sustain the objection. 


3 

MR. STRUM: I would just like to point out, 


4 

your Honor, that when I made my objection I had not heard 


5 

Mr. Gromet's testimony. 


6 1 

THE COURT: Well, you have made that point. 


7 

All right. 


8 

BY MR. STRUM: 


9 

q Mr. Korman, directing your attention to Thursday, 


10 

February 28, were you at the offices of Kaye, Schoeler on 

» 

11 

that day? 


12 

A Yes, I was. 

• 

13 

Q Did there come a time when Mr. Friedman called 


14 

in from Geon's office? 


15 

A Yes, he did. 


16 

Q At the time Mr. Friedman called in who were you 

► 

17 

with? 


18 

A I was with Joseph Connolly and Saul Kronoveth, 


19 

both partners of the firm. 


20 

Q Did you speak to Mr. Friedman? 


21 

A Yes, I did. 


22 

Q Will you tell me, please, what Mr. Friedman 


23 

said to you and what you said to him in that conversation? 

• 

24 

A Mr. Friedman had gone out to Geon that morning 


25 

to interview James McMahon about the events of the preceding 



week, specifically February 21 and February 22. He had 
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called earlier in the day to say f l it McMahon had not come 

in but had telephoned Mr.George Neuwirth to say that he 
wanted to see Mr. Neuwirth. 

In this telephone conversation Mr.Friedman 
reported that Mr. McMahon had seen Mi . Neuwirth at 
McMahon's request and that Mr. McMahon had told Mr. Neuwirth 
that he had sold Geon stock Friday, February 22, and that 
he had placed the rder, I guess if you could, at 1.30 
in the morning by calling Marvin Rauch. 

At that point Mr. Friedman said that Mr. 

Neuwirth called him in, and that Mr. McMahon repeated the 
story in the presence of Mr. Friedman. Then Mr. Friedman 

v 

went on and Mr. McMahon said, there's nothing else T wai.t t 
say, I don't know how important it is, but that Marvin 
Rauch had called me after February 22 and had asked me to 
tell the following story concerning the events of the week 
of February 21-February 22: He said that Mr. Rauch had 

told him to state that -- 

MR. TIMMENY: Your Honor, is there any purpose 
in getting this conversation from Mr. Korman? We already 
had it from Mr. Friedman, as I recall it. 

THE COURT: I will allow it. This is pure 
hearsay, unadulterated hearsay, but I think I let it in^ 
before for just what he recalled, and I will do the same 


fi 
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thing here. 

A (Continuing) Mr. McMahon stated that Mr. Rauch 
had called him and that Mr. Rauch said that he was going 
to tell the following story, Mr. McMahon should stick to it: 
that Mr. Maione, Mr. McMahon's father-in-law, was supposed 
to have calleu Mr. Rauch on Thursday, February 21, and 
asked Mr. Rauch to sell Mr. McMahon's stock and Mr. 

Maione's stock. 

On Friday, February 22, Mr. McMahon, when he 
learned that the trading was halted, was supposed to have 
called Mr. Rauch and said, "Did you sell my stock, some¬ 
thing like that," and Mr. Rauch was supposed to have said, 
"Yes." 

Then Mr. McMahon would say something like, 

"It's toe late," or, "I got here too late," or something 
to that effect. 

When Mr. Friedman finished telling the st-.y that 
Mr. McMahon was supposed to fabricate, Mr. Connolly, myself 
and Mr. Kronoveth were quite surprised. We had just gotten 
off the telephone with the American Stock Exchange and 
Milton Gleith of the firm of Delson & Gordr.n who represented 
Edwards and Handley, and up until that time had represented 
Marvin Rauch. They had told us that Mr. Rauch had just 
testif: and they related Mr. Rauch's testimony,and 
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that testimony was exactly the same, almost v/ord for word, 
as the story that Mr. McMahon was supposed to fabricate. 

Q What did you then do? 

A We called back the exchange, told them that we 

had interviewed Mr. McMahon and that we found out from 
Mr. McMahon what we believed to be the trueevents that 
occurred the preceding week, and that Mr. McMahon had also 
told us that Mr. Rauch had requested him to tell a fabricat¬ 
ed story and that this fabricated story was quite identical 
to the testimony that Mr. Rauch had just given before the 

American Stock Exchange. 

THE COURT: Who did you tell that to? 

THE WITNESS: We told that to a feLlow named 
Walker, I believe. Maybe Mr. Peterson was also on the 

line, I don't recall. Mr. Gleith was no longer there. 

We requested him to interview Marvin Rauch again. 

The next day Mr. Gleith called Mr. Connolly 
and me, and he was sort of embarrassed that he was in¬ 
volved in it. He told us that he had no idea that Mr. 
Rauch was lying, and we told him thct we believed him 
and Delson & Gordon immediately dropped the representation 
of Mr. Rauch. 

THE COURT: All right, we will take a short 

recess. 
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• 

2 

(Recess.) 


3 

THE COURT: You may proceed. 


4 

BY MR. STRUM: 


5 

6 

Q Mr. Korraan, if the sale of Geon's assets to 


Burma is consummated, as is anticipated, to whom will 


7 

Geon's assets be sold? 


8 

A Bursub, Inc. 


9 

THE COURT: What? 


10 

THE WITNESS: Bursub, B-u-r-s-u-b, Inc. 


11 

It's a short name of Burma Subsidiary. 


12 

THE COURT: Does the American Stock Exchange 

• 

13 

know that? 


14 

THE WITNESS: Yes, they do, your Honor. 


15 

THE COURT: All right. 


16 

Q Who is Bursub? 


17 

A Bursub is a subsidiary of Burma Oil, Incorporated, 


18 

a Delaware corporation, which, in turn, is a subsidiary 


19 

of Burma Oil, Limited, a United Kingdom corporation. 


20 

Q If the transaction is consummated, as anticipat¬ 


21 

ed, is it Bursub for whom Mr. George Neuwirth and Mr. 


22 

Bloom will go to work? 


23 

A Yes, it is. 

• 

24 

THE COURT: Mr. Neuwirth will be vice-chairman 


25 

of Bursub? 
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• 

2 

THE WITNESS: Yes, he will, your Honor. 

| 




3 

Q 

Therefore, as I assume Mr. Bloom ar.d Mr. Neuvirth 



4 

will work 

| 

for a non-public subsidiary of a non-public 



5 

corporation; is that correct? 



6 

A 

That is correct. 



7 


MR. STRUM: I have no further questions. 



8 


THE COURT: When is the closing scheduled to 



9 

be? 




10 


THE WITNESS: The stockholders' meeting is 



11 

i 

scheduled 

for July 2nd. 



12 


THE COURT: That's the Geon stockholders? 


• 

13 

1 

THE WITNESS: That's right. We are supposed 



14 

to be notified by Burma this Friday as to what date the 



15 

closing will be. They have a range of ten days within 



18 

which after July 2nd that they can schedule the closinq. 



17 


THE COURT: Well, now, when that happens, ,t.he 



18 

assets get transferred to Bursub? 

II 



19 


THE WITNESS: Right. About $24,000,000. 



20 


THE COURT: Burma hands over some cash, and then 



21 

what does 

Geon do, liquidate? 



22 


THE WITNESS: Liquidates and goes cut of exist- 



23 

ence. 



• 

24 


THE COURT: That will be a taxable liquidation, 



25 

I think. 

THE WITNESS: Yes, sir. But only to the stock- 





SOUTMERN OltTRICT COURT REPORTER*, U.S. COURTHOUSE 





POCEY SQUARE. NEW YORK, N.Y. CO 7-SSSO 









1 

2 

3 

4 

5 

6 

7 

8 

9 

10 
11 
12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


mp 

holders. 


Korman-direct 


865 


THE COURT: Well, nobody cares about the stock¬ 


holders . 

All right, thank you very much. 

MR. STRUM: No further questions, your Honor. 
THE COURT: Are there any questions? 

MR. TIMMENY: I have just a few, your Honor. 

Before I start, your Honor, may Iask for a clarification 
on a ruling on the transcripts? 

As I understand it, you are not accepting the 
transcripts of the persons who testified here? 

THE COURT: No, that's right, because I think 


you had ample opportunity to cross-examine them here. 
Anything you wanted to bring up in relation to the SEC 
depositions I think could be brought up here. 

As to the other people — 

MR. TIMMENY: As to Rauch and McMahon — 

THE COURT: As to Rauch and McMahon, I am not 
doing it because they have taken the Fifth here, they were 
not cross-examined, so that I rather chink it might be 
unfair to the defendants for me to look at that. And 
also, as I mentioned to you, I think this really is a 
final hearing, not only a preliminary hearing, but a final 
one, and considering it as a final hearing I don t think 
I could receive it. 
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MR. TIMMENY: May I respectfully note an 

exception to that, your Honor? 

THE COURT: Oh, sure. Indeed you have. 

MR. TIMMENY: Exception. 

THE COURT: Well, this is not a criminal case, 
but either way you preserve your right on appeal. 

CROSS EXAMINATION 
BY MR. TIMMENY: 

q Mr. Korman, I would like to return for a moment 

to this conversation with Mr. Barbanell? 

A Which conversation? 

q On February 22. 

A At what time? 


How many conversations did you have with him 


on the 22nd? 

A Two or three. 

q When was the first? 

A The first was after the Geon stock had opened. 

Q Roughly, what time was that? 

A 20 to 11, I guess, 10.30. 

Q What did he say to you in this conversation? 

A Well, as I stated before, he said to me, well, 

he said to Jack and me, because either we were both on 
the phone or on the speaker phone, do you know that the 
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opening on Geon was delayed and that it did finally open? 
And we said we did. And we discussed theprice it had 
opened, what we considered to be — what we could learn 
from that, and that we Ihought it was a favorable indication 
that everything was going as well as could be expected, 
and that it was a normal trading day, and that was about 
it. 

Q Roughly, what time did this conversation 

conclude? 

A Oh, the conversation wasn't more than five 
minutes in duration. 

Q When did you next speak to Mr. Barbanell on the 

22nd? 

A The next time I spoke to him was when the price 
started to slide rather precipitiously, and it was after 
we had called Bernie Maas at the American Stock Exchange. 

So I would place that — and before Arthur Lee called us 
back. So I would say that was around 11 o'clock. 

Q What took place during this conversation? 

What was said? 

A Well, he asked us whether we realized that 
the s .ock price had slipped precipitiously on heavy volume. 
We said that we did. That we had just gotten off the 
phone with Bernie Maas and had requested a trading halt. 
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That we were waiting to hear something from the American 
Stock Exchange and that we didn't want to tie up the 
wires so we would jump off the phone. 

Q Was anything else said? 

A Not that I recall. 

Q What about the next conversation? 

A The next conversation was after the trading had 
been halted, and I place that at about 11.50ish, 20 to 
12, quarter to 12. 

Q What took place during this conversation? 

A We discussed the fact that trading was halted, 
the fact that it had taken the Exchange so long to halt the 
trading, and that it had — the stock price had dropped 
from 13-7/8 to approximately 11-7/8 between the time we 
had first called the Exchange and the time that they finally 
stopped the trading. 

We also discussed the fact that we had received, 
we, Kaye, Schoeller, in particular Jack and me but other 
partners also, an unusual number of telephone conversations - 
telephone calls that day from brokerage firms and we had 
no way to account for it. 

Q Was there anything further in that conversation? 

A Yes. He mentioned to me t..at, well, perhaps it 

was known or that it was known by several brokerage firms 
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• 


w 2 

that the meeting was scheduled. And I said, "How do you 

3 

4 w 

know that?" And he said, "Well, I told five or six 

4 

people." 

5 

Q Did he tell you who those people were? 

6 

A No, he didn't. 

7 

THE COURT: Did you ask him? 

8 

THE WITNESS: No, I didn't. 

9 

Q Did you ever learn who they were? 

10 

A At the Sunday board meeting I believe he men¬ 

11 

tioned the name of Royce, but I am not positive. 

12 

THE COURT: The name of what? 

• 

THE WITNESS: Stephen Royce. But I am not 

14 

positive, because I could be confusing recollections. 

15 

He was one of thepeople that hounded us incessantly during 

16 

the first three weeks, so I am not positive that Mr. 

17 

Barbanell mentioned it. 

18 

Q Were you present at all times during the board 

19 

meeting on the 22nd? 

20 

A No, I wasn't. 

21 

MR. STRUM: Excuse me. Did you say the 22nd? 

22 

MR. TIMMENY: The 21st, I am sorry. 

23 

THE WITNESS: I am sorry. I thought you were 


saying the 21st also. 

25 

Q Thursday, the 21st. 
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• 

2 

A 

Thursday, right. I was not present during all 



3 

times. 




4 

Q 

W^uld you tell us, were you present at the 



5 

start of the meeting? 



6 

A 

Yes, I was. 



7 

Q 

What happened after you got to the meeting? 



8 

A 

With respect to what? 



9 

Q 

Your activities. Just tell us what you did. 



10 

A 

I was there, I took down some numbers that Frank 

r 


11 

Bloom had 

given me. I also jotted down who was present. 



12 

And then 

I basically listened to what was said by the 


• 

13 

people at 

the meeting. 



14 

Q 

At one point in the meeting I left to go see 



15 

Mr. Connolly, and also to see where Mr. Kronoveth was. 



16 

Q 

Roughly, what time was it when you left? 



17 

A 

I couldn't even place it. Oh, yes, I could. 



18 

I am sorry. It was about4.30. 



19 

Q 

How long were you gone? 



20 

A 

Ten minutes. 



21 

Q 

Were you present for the rest of the meeting? 



22 

A 

Yes, I was. 



23 


MR. TIMMENY: We have no further questions, 


• 

24 

your Honor. 



25 


THE COURT: Mr. Gordon, do you have any ques- 
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tions? 


Honor. 


excused. 


MR. GORDON: No, no q? your Honor. 

MR. STRUM: I have no fur r questions, your 

THE COURT: All right, thank you, you are 

(Witness excused.) 

MR. STRUM: Your Honor, the defendants Geon, 


Neuwirth and Bloom rest. 


THE COURT: All right. Has the SEC got anything 
in the way of rebuttal they want to put on or are they 
resting? 

MR. TIMMENY: No, your Honor, we have nothing 

on rebuttal. 


THE COURT: All right. I think the way I would 
suggest we leave this, gentlemen, if you agree, I would 
like briefs, I think, from each of you on the basis of 
the factual material with references to the record, the 
transcript, and on the law if there is anything you would 
like to add to the briefs you have got, I will be glad to 
receive that, too, but I am not asking youto do the same 
thing all over again. And if you could just give me a 
memorandum giving me your contentions and the facts which 
you find support them keyed to the record and such 
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• • ' - i 


additional authorities as you might wish to submit I would 


be greatful. 


How much time did you want to do that? 


MR. TIMMENY: First, your Honor, we have to isk 


the reporter how long it will be to get the transcripts. 


THE COURT: Off the record, 


(Discussion off the record.) 


MR. STRUM: Your Honor, are you contemplating 


a simultaneous submission of briefs? 


THE COURT: Well, that is open to discussion 


I think it might be more useful to me perhaps if the Com¬ 


mission served and filed a brief, and that would give the 


defendants an opportunity to put in your briefs, and I 


would want to give the Commission, if they would like to 


reply to it, I would like to give them an opportunity to 


do so. 


Would that be a sensible way to do it? 


MR. TIMMENY: Acceptable to us, your Honor, 


MR. STRUM: Your Honor, at your pleasure, we 


would be happy to do that or simultaneous 


THE COURT: I think it would make more sense if 


we did it this way. And also when I receive these briefs, 


when I receive all of them would you leave it up to me 


whether or not to have oral argument? 
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MR. STRUM: Certainly. 

MR. TIMMENY: Yes, your Honor. 

MR. GORDON: Yes, your Honor. 

THE COURT: All right. Then how much time would 
the Commission want? 

MR. TIMMENY: Your Honor, next week will be 

pretty much of a wipeout if we receive the transcripts m 
the middle of the week, and then with the holiday. Assuming 
we have the transcripts, say, by Wednesday or Thursday, 
about two weeks from the following Monday. 

THE COURT: All right. Well, that would be 
around — am I correct, that would be around the 22nd? 

MR. TIMMENY: I think that's correct, your Honor. 

THE COURT: That would be July 22. And what time 
after that would the defendants want? 

MR. STRUM: Your Honor, I think if we had one 
week after the receipt of the SEC brief, that would be 
sufficient. 

THE COURT: Do you have a problem at the SEC? 

’on't suppose very much. If you get them on the 22nd, 
that means they will have them in hand on the 22nd; is 


that right? 


MR. TIMMENY: Yes. 

THE COURT: All right. Do you want the 29th? 
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MR. GORDON: That would be satisfactory, your 


Honor. 

THE COURT: All right. The 29th for the 
defendant, and then if I gave the Commission until the 
following Friday, would that be time enough? 

MR. TIMMENY: Yes, your Honor. 

THE COURT: You won't have very much I don't 
imagine. That would be August 2nd. Does that make 
sense? 

MR. TIMMENY: The 5th would make more sense, 

your Honor, because we are down in Wa xington. 

THE COURT: Yes, I know you are. All right, 

% 

we will make it August 5th. Incidentally, I have signed 
those orders that you have submitted on the consenting 
defendants. 

MR. TIMMENY: And there is one due, your Honor, 
from Mr. Rauch. 

THE COURT: Yes, I haven't gotten that. I 
got the other two. I think I signed the ones on McMahon - 

MR. TIMMENY: Your Honor, as I understand it, 
we are still having some discussions with Mr. Rauch's 
counsel, but I am sure we are going to reach agreement, 
and we will tender that to you just as soon as possible. 
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THE COURT: It would seem to me likely. All 
right. When you submit that, x will sign it, as long as 
the consent is there. 

MR. GORDON: Your Honor, one other matter I 
would like to take up with the Court, if I may, for just 
one moment. One of the open questions that appears to me 


to exist in this case is what the standard should be 
against which my client's conduct should be judged, 
and in that respect there is a book by way of authority 
which is called A Preliminary Draft Of a Guide To Broker 
Dealer Compliance, which is put out by the SEC Advisory 
Committee on a model compliance program for broker dealers;, 


This to my knowledge has not been yet adopted, 


but is to — 


THE COURT: Does it have to be adopted by — 


MR. GORDON: Well, I don't know that any 
brokerage firm is yet using it. It is in the preliminary 
stages, but nonetheless I would submit to the Court that 
this particular authority as the report of an SEC Advisory 
Committee represents, or should represent the best thinking 
of the SEC on the Subject. 

THE COLRT: Not necessarily the views of the 
Commission, I take it? 

MR. TIMMENY: Not at all, your Honor. 
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THE COURT: Well, I don't see — 

MR. TIMMENY: It is not necessarily the best 

views, either, your Honor. I haven't had a chance to 
comment on it. 

THE COURT: If what you are asking, Mr. Gordon, 
is whether you can refer to it, don't make me read it, 
but if you want to refer to it, and so can the Commission, 

I have no objection to that. 

MR. GORDON: Fine. 

MR. TIMMENY: That's a very preliminary working 

document, your Honor. It has been circulated in the industry 
among Commission officials for comment, and insofar as I 


know — 


THE COURT: But you wouldn't hear any objection 


if he thinks he finds something helpful to him in there. 
I don't see any reason why he can't mention it. 

MR. STRUM: Your Honor, I have one question, 
if I may. I have the exhibits that we offered and were 


accepted in evidence, 


How would you like to handle the 


submission of those exhibits? 

THE COURT: I think what I would like to do 
on that is, will you want to have these defendants 
exhibits in connection with preparation of your brief? 

You probably will. I think what I would like to have is 
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have the Commission have all the exhibits while they are 
preparing their statement, and then they file their 
memorandum to send the exhibits on and you and Mr. Gordon 
will have to work out some way by which you both have 
them. Couldn't you do that? And when you file your 
memo send me the exhibits. 

MR. STRUM: That would be fine. 

The exhibits we marked, your Honor, the SEC 
already has copies of each of these exhibits, I think. 

THE COURT: Well, you gentlemen can check on 

t 

that. 

MR. TIMMENY: One further point, your Honor, 
on the brief with reference to the transcript. Would you 
prefer that that be in the form of proposed findings? 

THE COURT: I think I would just as soon have 
it in narrative form providing the references are there. 
These things are an awful nuisance. 

MR. TIMMENY: All right, your Honor. 

THE COURT: If that is convenient to you, I 
think I would rather have it. 

MR. TIMMENY: Your method is very acceptable, 

your Honor. 

THE COURT: All right'. Is that acceptable to 
you gentlemen? 
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MR. 

STRUM: 

Yes, 

it is, your Honor. 

MR. 

GORDON: 

It 

is, your Honor. 

THE 

COURT: 

All 

right, fine. Thank you very 

and good 

luck to 

you. 



o 


SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 
FOLEY SQUARE. HEW YORK. M.Y. CO 7-SSSO 






ONLY COPY AVAILABLE 





1 

2 

3 

4 

5 

6 

7 

8 
9 
10 
11 
12 



14 


15 

16 


Hum 

Ivan Boaaky 
Lewis Korman 


Defendant 

Geon 


D 


17 


18 

19 


20 

21 

22 

23 


24 

25 


377-b 


WITNESS INDEX 

Direct Cross Redirect Recros 

813 

845 


EXHIBIT INDEX 


In 

Identification Evidence 

848 


SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 
POLEV SQUARE, NEW YORK. N.Y. CO 7-4SS0 












